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BY THE COMPTROLLER GENERAL 

Report To The Congress 
OF THE UNITED STATES 

Examination Of Fiscal Year 1979 Financial 
Statements Of The Panama Canal 
Organization And Treaty-Related Issues 

This report covers the examination of the 
Panama Canal organization's financial state- 
ments for fiscal year 1979. 

In carrying out future audits of the new 
Panama Canal Commission, the Panama Canal 
Act of 1979 requires GAO to: 

--Include a statement of costs incurred 
by the United States in implementing 
the Treaty in future audit reports of 
the Commission. 

--Certify the estimated revenues in the 
Commision's budget a t  the time it is 
submitted to Congress. 

--Approve the Commission's new ac- 
counting system. 

--Audit the annual $lO-million payment 
by the Commission to Panama for 
public services rendered. 
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Request for copies of GAO reports should be 
sent to : 

U.S. General Accounting Office 
Document Handling and Information 

P.O. Box 6015 
Gaithersburg, Md. 20760 

Services Facility 

Telephone (202) 275-6241 

The first five copies of individual reports are 
free of charge. Additional copies of bound 
audit reports are $3.25 each. A.dditional 
copies of unbound report (Le., letter reports) 
and most other publications are $1.00 each. 
There will be a 25% discount on al l  orders for 
100 or more copies mailed to a single address. 
Sales orders must be prepaid on a cash, check, 
or money order basis. Check should be made 
out to the "Superintendent of Documents". 
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To t h e  P r e s i d e n t  of t h e  Senate  and t h e  
Speaker of t h e  House of R e F r e s e n t a t i v e s  

T h i s  is our r e p o r t  on t h e  examinat ion of t h e  Panama Canal 
o r g a n i z a t i o n ' s  f i n a n c i a l  s t a t e m e n t s  f o r  f i s ca l  year  1 9 7 9 ,  t h e  
l a s t  year  be fo re  t h e  Panama Canal T r e a t y  of 1977  e n t e r e d  i n t o  
f o r c e ,  and on T r e a t y - r e l a t e d  issues. 

Our examinat ion o f  t h e  f i n a n c i a l  s t a t e m e n t s  was made Fur- 
s u a n t  t o  t h e  Government CorFora t ion  Con t ro l  A c t  (31 U.S.C. 841, - e t .  3.) i n  accordance w i t h  t h e  Comptrol ler  G e n e r a l ' s  s t a n d a r d s  
f o r  f i n a n c i a l  and corilpliance a u d i t s  and,  a c c o r d i n g l y ,  i n c l u d e d  
s u c h  t es t s  of t h e  account ing  r e c o r d s  and s u c h  o t h e r  a u d i t i n g  
procedures  as we cons ide red  necessary  i n  t h e  c i rcumstances .  
Ke p r e v i o u s l y  examined afid r e p o r t e d  on t h e  Canal o r g a n i z a t i o n ' s  
f i n a n c i a l  s t a t e m e n t s  f o r  f i s c a l  year  1978.  

ChaFter 3 of t h e  r e p o r t  ciiscusses t h e  i s s u e  of Treaty-  
r e l a t e d  c o s t s  and s a v i n g s  and our reconmendation f o r  coord ina-  
t i o n  by t h e  agenc ie s  t o  d e f i n e ,  i d e n t i f y ,  and account  €or  s u c h  
c o s t s  and sav ings .  The r e p o r t  also h i g h l i g h t s  i n  c h a p t e r  4 t h e  
impact cf Trea ty  l e g i s l a t i o n  on t h e  Panama Canal Commission's 
budget ing and account ing  system. 

We a r e  sending c o F i e s  of t h i s  r e p o r t  t o  t h e  C i r e c t o r ,  
O f f i c e  of Kanagement z tn i  B u d g e t ;  S e c r e t a r i e s  of S t a t e ,  Defense ,  
and t h e  Army; and Admin i s t r a to r ,  Panama Canal Commission. 

Comptro l le r  General  
of t h e  U n i t e d  S t a t e s  
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COMPTROLLEH GENERAL'S 
REPORT TO THE CONGRESS 

EXAMINATION OF FISCAL YEAR 
1979 F I N A N C I A L  STATEMENTS OF 
THE PANAMA CANAL ORGANIZATION 
AND TREATY-RELATED ISSUES 

- - -  C I G E s x  

The Panama Canal A c t  of 1979, t h e  l e g i s l a t i o n  imple- 
menting t h e  Panama Canal T r e a t y ,  r e q u i r e s  GAO t o  
assume a d d i t i o n a l  r e s p o n s i b i l i t i e s  i n  its f u t u r e  
a u d i t s  of t h e  Canal o r g a n i z a t i o n ,  a s  fo l lows .  

--Audit t h e  f inanc ia l  t r a n s a c t i o n s  of  t h e  Panama 
Canal Commission pursuant  t o  t h e  Accounting and 
Audi t ing  A c t  of  1950 and s u b m i t  t o  Congress a 
r e p o r t  o f  t h e  a u d i t  n o t  l a t e r  t h a n  6 months a f t e r  
t h e  end of each f i s c a l  y e a r .  T h i s  r e p o r t  w i l l  
i nc lude  a statement l i s t i n g  a l l  d i r e c t  and i n -  
d i r e c t :  U . S .  c o s t s  i ncu r red  i n  implementing t h e  
T r e a t y  and t h e  c o s t  of p r o p e r t y  t r a n s f e r r e d  t o  
Panama d u r i n g  t h e  f i s c a l  yea r .  

- - A u d i t  t h e  a n n u a l  $lO-mil l ion payment by t h e  Com- 
miss ion  t o  Panama f o r  p u b l i c  s e r v i c e s  rendered .  

- -Cer t i fy  t h e  e s t i m a t e d  revenues i n  t h e  Commission's 
budget a t  t h e  time it is s u b m i t t e d  t o  t h e  Congress.  

--Approve t h e  Commission's new account ing  system. 

COMMENTS ON F I N A N C I A L  STATEMENTS 

T h e  Canal o r g a n i z a t i o n ' s  f i n a n c i a l  statements i n c l u d e  
an ad jus tment  of $9.1 m i l l i o n  f o r  d o u b t f u l  accoun t s  
r e c e i v a b l e  from Panama t h a t  a r e  now cons ide red  co l -  
l e c t i b l e .  T h e  ad jus tment  was based on a n  agreement 
between t h e  Governments of t h e  United S t a t e s  and Pan- 
ama t h a t  Panama would pay t h e  $ 9 . 1  m i l l i o n ,  w i t h i n  a 
des igna ted  t i m e  p e r i o d ,  i n  ca sh  o r  by o f f s e t s  a g a i n s t  
amounts due Panama by t h e  U n i t e d  S t a t e s  under A r t i -  
c les  I11 and X I 1 1  of t h e  T r e a t y .  (See p. 7 . )  

Due t o  e v e n t s  and in fo rma t ion  t h a t  became a v a i l a b l e  
subsequent  t o  t h e  September 30 ,  1979, ba l ance  sheet 
da t e ,  t h e  Panama Canal Company f i n a n c i a l  s t a t e m e n t s  
were a d j u s t e d  by $6.6 m i l l i o n  i n  October 1980 f o r  an 
under-accrual  of marine accidents.  S i n c e  marine a c c i -  
d e n t  is an element of t h e  Canal o r g a n i z a t i o n ' s  ope ra t -  
ing expense,  t h i s  reduced t h e  Company's n e t  income by 
a cor responding  amount. (See p. 8 . )  

Tear Sheet. Upon removd, the report 
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As a consequence of the Trea ty ,  Canal organizat ion 
p r o p e r t i e s  and other  a s s e t s  w i t h  a ne t  book value 
of $ 8 4 . 8  m i l l i o n  were t r ans fe r r ed  t o  the  Government 
of Panama and $36.3 m i l l i o n  t o  the Department of 
Defense on October 1, 1979 ,  which reduces t h e  U.S. 
Government's investment i n  t h e  Canal organizat ion by 
$ 1 2 1  mi l l i on .  (See p.  9 and Apps I and 11) 

The Canal organiza t ion  is se l f - sus t a in ing  except for  
the c o s t s  of f a c i l i t i e s  acquired for  na t iona l  defense,  
i n t e r e s t  on (1) i n t e r e s t  c a p i t a l i z e d  during the  con- 
s t r u c t i o n  of t h e  Canal and ( 2 )  U.S. investment i n  
the Canal Zone Government, and c e r t a i n  other  c o s t s  
incurred annually on behalf of the  Canal organiz- 
a t i o n .  (See p. 9.) 

TREATY IMPLEMENTATION COSTS 

The  Panama Canal A c t  of 1979 expresses  t h e  sense of 
t h e  Congress t h a t  d i r e c t  appropriated c o s t s  for  Treaty 
implementation over the  l i f e  of t h e  Treaty should not 
exceed $665.7 mi l l i on  p lus  an appropr ia te  i n f l a t i o n  
adjustment. T h i s  is the March 1979 estimated amount 
of taxpayer Treaty implementation c o s t s  presented t o  
the  Congress by the  executive branch during consider- 
a t ion  of t h e  Act. (See p. 11.) 

The  Department of Defense w i l l  i n c u r  the  l a r g e s t  
amount of Treaty c o s t s  i n  Panama and has s t a r t e d  t o  
de f ine ,  i d e n t i f y ,  and account for  these  c o s t s .  Other 
non-Defense agencies have not made much progress  i n  
t h i s  regard. 

I n  G A O ' s  review of agencies plans and a c t i o n s  t o  
account fo r  Treaty c o s t s ,  t h e  following problems were 
i d e n t i f i e d .  

--Lack of a Government-wide d e f i n i t i o n  of Treaty 
cos t s .  

--Lack of a c e n t r a l  con t ro l  po in t  for  keeping 
t r ack  of o v e r a l l  Treaty c o s t s .  

--Costs and savings occurring which were not 
i n c l u d e d  i n  t h e  March 1979 c o s t  es t imates .  
(See p. 15 . )  

--No r a t e  for  i n f l a t i o n  adjustment prescr ibed.  
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GAO recommends t h a t  t h e  S e c r e t a r y  of Defense estab- 
l i s h  and c h a i r  a s t e e r i n g  committee a t  t h e  d e p a r t -  
m e n t  l e v e l ,  c o n s i s t i n g  of r e p r e s e n t a t i v e s  from 
Agencies i n c u r r i n g  Trea ty - re l a t ed  c o s t s  and s a v i n g s ,  
t o  c o o r d i n a t e  a g e n c i e s '  e f f o r t s  t o  d e f i n e ,  iden- 
t i f y ,  and account  f o r  T r e a t y  c o s t s .  T h i s  committee 
could deve lop  a s t anda rd  d e f i n i t i o n  of T rea ty  c o s t s  
and s a v i n g s ,  a rates f o r  i n f l a t i o n  ad jus tmen t s ,  and 
be a f o c a l  p o i n t  f o r  c o n s o l i d a t i n g  and  r e p o r t i n g  
Trea ty  c o s t s .  (See p. 18.) 

The Panama Canal A c t  of  1979 e s t a b l i s h e d  t h e  Panama 
Canal Commission as an a p p r o p r i a t e d  funded  agency t o  
o p e r a t e  and ma in ta in  t h e  Canal. T h i s  Commission 
r ep laced  t h e  Canal o r g a n i z a t i o n  w h i c h  was des igned  t o  
be s e l f - s u s t a i n i n g  and c o n s i s t e d  of ( 1 ) t h e  Panama 
Canal Company, a wholly owned Government Corpora t ion ,  
and ( 2 }  t he  Canal Zone Government, which r ece ived  
annual  a p p r o p r i a t i o n s  t o  f i n a n c e  i t s  o p e r a t i o n s  and 
w h i c h  r e p a i d  these a p p r o p r i a t i o n s  t o  t h e  U.S. Trea- 
su ry .  (See p. 2 0 ) .  

I n  view of t h e  changes brought  about  by t h e  A c t ,  
t h e r e  was a need f o r  t h e  Commission t o  make changes 
t o  t h e  budget ing p r o c e s s  and account ing  system of 
t h e  p r i o r  Canal o r g a n i z a t i o n .  

The Commission has  i d e n t i f i e d ,  i n i t i a t e d ,  o r  imple- 
mented changes des igned  t o  conform i t s  account ing  
system t o  the  requi rements  of t h e  Panama Canal A c t .  
I t  has  implemented an o b l i g a t i o n  and f u n d  c o n t r o l  
concept  t h a t  w i l l  r e s u l t  i n  a d m i n i s t r a t i v e  proce- 
d u r e s  t o  p r o p e r l y  r e s t r i c t  o b l i g a t i o n s  and expendi- 
t u r e s  t o  amounts a p p r o p r i a t e d .  I t  a l s o  h a s  a p l a n  
t o  complete  a l l  t h e  necessa ry  changes r e q u i r e d  t o  
i t s  account ing  system t o  suppor t  an a p p r o p r i a t e d  
agency by February 1981 and t o  implement a com- 
p l e t e l y  r e v i s e d  automated account ing  system i n  t h e  
coming y e a r s ,  w i t h  a g o a l  of having t h e  system 
ready f o r  t h e  f i s c a l  year  1983 account ing  c y c l e .  
(See p.  2 2 . )  

O P I N I O N  ON F I N A N C I A L  STATEMENTS 

I n  G A O ' s  o p i n i o n ,  t h e  accompanying f i n a n c i a l  s t a t e -  
m e n t s  ( s c h e d u l e s  1 through 5 )  p r e s e n t  f a i r l y  t h e  
f i n a n c i a l  p o s i t i o n  of t h e  Panama Canal Company a t  
September 3 0 ,  1979, and t h e  r e s u l t s  of i t s  opera-  
t i o n s ,  changes i n  t h e  investment  of t h e  U n i t e d  S t a t e s ,  
and changes i n  f i n a n c i a l  p o s i t i o n  f o r  t h e  f i s c a l  yea r  
t h e n  ended, i n  conformi ty  w i t h  g e n e r a l l y  accepted  

i ii  Tear Sheet 



accounting principles which have been applied on a 
consistent basis. (See p. 2 7 . )  

In G A O ' s  opinion, the accompanying financial state- 
ments (schedules 6 through 11) present fairly the 
financial position of the Canal Zone Government at 
September 30, 1979, and the results of its operations 
and changes in the investment of the United States 
for the fiscal year then ended, in conformity with 
the principles and standards of accounting prescribed 
by the Comptroller General which have been applied 
on a Consistent basis. (See p. 2 7 . )  

The report also contains unaudited financial state- 
ments prepared by the Canal organization which show 
the effect of inflation by restating historical dol- 
lars in terms of purchasing power at September 30, 
1979. Although the statements are unaudited, we 
have reviewed and concurred with the concepts and 
methods employed in their preparation. (See p .  26.) 

AGENCY COMMENTS 

The Commission and the Department of Defense reviewed 
the draft of this report and provided comments which 
have been incorporated to the extent considered appro- 
priate. The Department of State declined to comment 
on the draft but stated that it will comment on the 
final report. 

The Commission agreed with GAO's recommendation that 
Defense establish and chair a steering committee at 
the department level to coordinate agency efforts to 
define, identify, and account for Treaty costs but 
pointed out that most of its costs during the life of 
the Treaty will be recovered through tolls and other 
revenues. (See p. 18) 

The Department of Defense agreed that an interagency 
effort is needed and stated that it will participate 
and chair an interagency task force to develop Treaty 
costs, cost savings, and inflation adjustment guide- 
lines. It believes, however, that the Office of Man- 
agement and Budget could better coordinate agency 
efforts in consolidating and reporting Treaty costs. 
(See p. 18.) 
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CHAPTER 1 

INTRODUCTION 

This review was made to inform the Congress of the results of 
our examination of the financial statements of the Panama Canal Com- 
pany (PCC) for fiscal year 1979, pursuant to the Government Corpor- 
ation Control Act (31 U.S.C. 8 4 1 ,  et. 3.). We also examined the 
financial statements of the Canal.Zone Government (CZG) for the 
same period because PCC and CZG were closely relatedwin terns of 
purpose and organization and because PCC is requried-'by law, to 
absorb the net costs of CZG. H ,. I 

On October 1, 1979, the Panama Canal Treaty entered into force 
and the PCC/CZG organization was dissolved. A new organization, the 
Panama Canal Commission, was established to maintain and administer 
the Canal. The Panama Canal Act of 1979, the legislation implement- 
ing the Treaty, increased our responsibilities for examining th4 fi- 
nancial activities of the Commission. This report also discusses 
the issues we will address in future reports as required by the 
implementing legislation. 

ORGANIZATIONAL STRUCTURE AND FINANCING 

Prior to Gctober 1, 1979, the Panama Canal organization cop- 
sisted of the Ranama Canal Company and the Canal Zone Government, 
both U . S .  Government agencies charged with maintaining and admin- 
istering the Panama Canal. (See chart 1.) These agencies were 
closely interrelated in terms of purpose,*organization, and opera- 
tion. The PCC was a wholly owned U . S .  Goveqnment Corporation 
managed by a Board of Directors. The Secretary of the Army, in an 
independent capacity, was the direct representative of the Presi- 
dent of the United States as the sole stockholder of the PCC and as 
supervisor of the administration of the CZG. He also appointed the 
Company's Board of Directors. The CZG was administered by the Gov- 
ernor of the Canal Zone, who was also the President of the Company. 

The Panama Canal Company was responsible for transiting ships 
through the Canal, providing services to shipping interests, main- 
taining and operating the locks, and providing support services. 
Support services included vessel repairs and operatian of the harbor 
terminal and railroad and electric power, communication, and water 
systems. PCC also provided services essential to ,employee welfare, 
such as operation and maintenance of rental housing, retail stores, 
and service and recreational facilities. In addition, under the 
terms of an interagency agreement, PCC administered the legal, per- 
sonnel, and budget and accounting operations of the CZG. 
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The CZG operated, administered, and conducted a variety of 
functions associated with the civil government, including educa- 
tion, health, sanitation, protection, and postal services in the 
former Canal Zone. 

The Canal organization was designed to be self-sustaining. 
The PCC financed operations and capital expenditures with revenue 
from transit tolls and support service operations. The CZG, to fi- 
nance operating and capital expenditures, received annual appropria- 
tions which were returned to the U.S. Treasury through (1) recovery 
of charges for services rendered and ( 2 )  payments by PCC for the net 
cost of the CZG, (i.e., operating costs, including depreciation and 
other non-funded expenses in excess of recoveries for services ren- 
dered). 

The United States and the Republic of Panama, by treaties dated 
September 7, 1977, agreed to terminate prior treaties for operating 
the Panama Canal and to enter into a new relationship. The new ~ 

treaties, referred to as the Panama Canal Treaty and the Treaty Con- 
cerning the Permanent Neutrality and Operation of the Panama Canal, 
entered into force on October 1, 1979. At this time, PCC/CZG was 
dissolved and the Panama Canal Commission was established. The 
assets and liabilities of the pCC/CZG were transferred to the Com- 
mission and other U.S. Government agencias and departments and 
certain assets transferred to the Government of Panama. 

The Commission is superv’ised by a Board composed of nine 
members--five U.S. nationals and four Panamanian nationals. Until 
Decerriber 31, 1989, a U.S. national will act as Administrator of the 
Commission, with a Deputy Administrator from Panama. After that 
time, these positions will reverse. Chart 2 shows the Commission 
organization. 

TREATY LEGISLATION 

On September 27,  1979, the Congress passed the Panama Canal Act 
of 1979 to provide for  the implementation of the Treaty and related 
agreements. The Act provides that the Conmission be a non-corporate 
(appropriated fund) agency. It requires that tolls and other 
receipts of the Canal be paid into the Treasury and that expenditures 
be made pursuant to appropriations. It also establishes our respon- 
sibilities concerning the Commission and Treaty implementation. 

3 
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GAO responsibilities under 
Treaty legislation 

Under the Act, we are required to perform the following other 
responsibilities in auditing the financial transactions and opera- 
tions of the Canal organization. 

--Audit the financial transactions of the Panama Canal 
Commission pursuant to the Accounting and Auditing Act 
of 1950 and submit to the Congress a report of the audit 
not later than 6 months after the end of each fiscal 
year. 

--Audit the annual $lO-million payment by the Commission 
to Panama for public services rendered. 

--Certify the estimated revenues in the Commission's bud- 
get at the time it is submitted to the Congress. 

--Approve the Commission's new accounting system. 

The Act also provides that the scope of our annual audits 
be expanded from that of prior audits of the Canal organization to 
include a statement listing all direct and indirect U . S .  costs in- 
curred in implementing the Treaty and the cost of property trans- 
ferred to Panama during the fiscal year. 

OBJECTIVE, SCOPE, AND METHOLOGY 

The scope of our examination of the PCC/CZG financial state- 
ments is included in chapter 5 .  In addition, we focused our review 
on the plans and actions taken by the various Government agencies 
located in Panama to account for Treaty-related costs and savings 
and the progress made by the Panama Canal Commission to change the 
budgeting process and accounting system of the prior Canal organiz- 
ation to comform with the Panama Canal Act. 

We visited and held discussions concerning Treaty costs with 
representatives of the U . S .  agencies and organizations in Panama 
and at the department level in Washington, D.C., including the 
Departments of Defense and State, U . S .  Southern Command, U . S .  
Embassy, Federal Aviation Administration, Smithsonian Tropical 
Institute, Gorgas Memorial Laboratory, and Justice's Bureau of 
Prisons. We also examined pertinent supporting documents and 
Treaty costs projections that we obtained from these agencies and 
organizations. 

We reviewed the Panama Canal Commission's plan and timeframe 
for making the necessary changes to its budget and accounting sys- 
tem and to submit its revised accounting system to us for approval. 
We discussed this plan with Commission representatives and reviewed 
supporting documents from the Commission files as we deemed necessary. 
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Our audit work was done between September 1979 and July 1980. 
The draft of our report waas submitted to the Panama Canal Commission 
and the Departments of Defense and State in August 1980. We received 
comments from the Panama Canal Commission and Department of Defense 
in September 1980 and they have been incorporated in this report. 
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CHAPTER 2 

COMMENTS ON FINANCIAL STATEMENTS 

The PCC/CZG f i n a n c i a l  s t a t e m e n t s  f o r  f i s c a l  y e a r  1979  i n c l u d e  
a n  a d j u s t m e n t  of $ 9 . 1  m i l l i o n  f o r  d o u b t f u l  a c c o u n t s  receivable f rom 
t h e  Government  of Panama now c o n s i d e r e d  c o l l e c t i b l e ,  and  a n  a d j u s t -  
ment  made s u b s e q u e n t  t o  t h e  f i s c a l  y e a r  o f  $ 6 . 6  m i l l i o n  f o r  t h e  
u n d e r a c c r u a l  of m a r i n e  a c c i d e n t s .  I n  a d d i t i o n :  

--As a c o n s e q u e n c e  of t h e  T r e a t y ,  PCC/CZG p r o p e r t i e s  w i t h  
a n e t  book v a l u e  o f  $ 8 4 . 8  m i l l i o n  were t r a n s f e r r e d  t o  
t h e  Government  o f  Panama and  $ 3 6 . 3  m i l l i o n  t o  t h e  Depart- 
ment  of D e f e n s e  o n  O c t o b e r  1, 1 9 7 9 .  

- - P u r s u a n t  t o  l e g i s l a t i o n  o t h e r  cos t s  r e l a t i n g  t o  t h e  
o p e r a t i o n  of t h e  C a n a l  a t e  n o t  t o  be b o r n e  by PCC/CZG 
and t h e r e f o r e  h a v e  b e e n  e x c l u d e d  f rom PCC/CZG f i n a n c i a l  
S t a t e m e n t s .  

COLLECTION OF DOUBTFUL ACCOUNTS 
RECEIVABLE FROM PANAMA 

I n  1979 and  1 9 8 0 ,  t h e  Governments  o f  t h e  U n i t e d  S t a t e s  and  
Panama r e a c h e d  a g r e e m e n t  f o r  Panama t o  pay  t h e  $ 9 . 1  m i l l i o n  i n  
a c c o u n t s  r e c e i v a b l e  owed t o  PCC/CZG t h a t  had  b e e n  p r e v i o u s l y  con-  
s i d e r e d  u n c o l l e c t i b l e .  L/ T h i s  i n c l u d e s  $744,157 t h a t ,  u n d e r  a 
s p e c i a l  a g r e e m e n t  i n  J a n u a r y  1979 I D A A N ,  a n  au tonomous  a g e n c y  of 
t h e  R e p u b l i c  of Panama, a g r e e d  t o  pay i n  36 m o n t h l y  i n s t a l l m e n t s  
o f  $ 2 0 , 6 7 1  b e g i n n i n g  J a n u a r y  1979  f o r  o u t s t a n d i n g  s u r c h a r g e s  on  
b i l l s  f o r  water p r o c e s s i n g  costs .  As of Sep tember  3 0 ,  1 9 7 9 ,  IDAAN 
h a s  p a i d  $186,039 o f  t h i s  amount .  

On March 25 ,  1 9 8 0 ,  t h e  Government  o f  Panama s i g n e d  a s e p a r a t e  
a g r e e m e n t  t o  pay  $8.2 m i l l i o n  f o r  o u t s t a n d i n g  a c c o u n t s  r e c e i v a b l e  
owed PCC/CZG a t  J u n e  3 0 ,  1 9 7 9 ,  which  i n c l u d e s  o u t s t a n d i n g  i n v o i c e s  
d a t i n g  back t o  J a n u a r y  1959 .  Payments  w i l l  be made i n  n i n e  q u a r t e r -  
l y  i n s t a l l m e n t s  of $909,000 or by o f f s e t t i n g  t h e s e  amoun t s  a g a i n s t  
q u a r t e r l y  paymen t s  t o  b e  made by t h e  U n i t e d  S t a t e s  t o  Panama u n d e r  
Ar t ic les  I11 and  XI11 of t h e  T r e a t y .  A l t h o u g h  t h e  s i g n e d  a g r e e m e n t  
p r c v i d e d  f o r  t h e  payment  o f  P a n a m a ' s  d o u b t f u l  a c c o u n t s  a s  of  J u n e  
3 0 ,  1 9 7 9 ,  Panama i n f o r m a l l y  a g r e e d  t o  pay  t o  t h e  Commission a n  a d d i -  
t i o n a l  $0.2 m i l l i o n  f o r  d e l i n q u e n t  a c c o u n t s  a c c r u e d  be tween  J u n e  30  
and  September 3 0 ,  1979 .  

- 1/ S e e  f o o t n o t e  7 ,  PCC f i n a n c i a l  s t a t e m e n t s  and  f o o t n o t e  5 ,  CZG f i n -  
a n c i a l  s t a t e m e n t s .  
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ADJUSTMENT SUBSEQUENT TO FISCAL YEAR 
1979  FOR UNCER-ACCRUAL OF MARIKE ACCIDCNTS 

The PCC f inanc ia l  statements include an adjustment of $ 6 . 6  m i l -  
l i o n  made subsequent t o  t h e  the September 30,  1979 balance sheet  d a t e  
for an under-accrual of marine accidents .  A/ T h i s  adjustnent  reduced 
net income by a corresponding amount, s ince  marine accident accrual  
is an element of the Canal organiza t ion ' s  operating expense. 

According t o  Commission o f f i c i a l s ,  t h i s  adjustment was based on 
events which occurred and information t h a t  became ava i lab le  subse- 
quent t o  f i s c a l  year 1979 which s i g n i f i c a n t l y  increased the Canal 
organiza t ion ' s  estimated l i a b i l i t y  for sh ip  accidents  t h a t  occurred 
i n  f i s c a l  year 1979 over o r i g i n a l  es t imates .  Late i n  f i s c a l  year 
1 9 8 0  it was noted t h a t  the amount of set t lement  payments for marine 
accidents  which  occurred i n  f i s c a l  year 1 9 7 9  were s i g n i f i c a n t l y  la rger  
than the r e l a t ed  o r i g i n a l  accrued est imates .  A review was made by 
t h e  Commission's Legal and Accounting s t a f f s  t o  obtain a more r e l i -  
ab le  es t imate  of t h e  l i a b i l i t y  for  outstanding claims. A s  a r e s u l t  
of t h i s  review, the Commission concluded t h a t  PCC f inanc ia l  s t a t e -  
ments understated t h e  l i a b i l i t y  for  marine accidents  by $6.6 mi l l ion .  

- An adjustment was made t o  co r rec t  t h i s  understatement by c red i t i ng  
the marine accident  accrued l i a b i l i t y  and charging expense i n  t h e  
PCC statements.  

The major i ty  of t h e  $6.6-million adjusted amount is a t t r i b u t e d  
t o  t h e  opinion of t h e  Legal Counsel of the  Commission t h a t  the 
settlement f o r  f i v e  major sh ip  accident claims w i l l  be about $6 m i l -  
l i o n  more than o r i g i n a l l y  estimated. T h i s  revised est imate  is  based 
on f i l e d  sui ts ,  negot ia t ions ,  cour t  judgements, and other da ta  r e l a t -  
i n g  t o  these accident  claims t h a t  has become ava i l ab le  s ince  the 
o r i g i n a l  es t imates .  The remaining $0.6  mi l l ion  adjustment amount is 
due t o  revised es t imates  of l i a b i l i t y  for  other claims because of 
the rush t o  s e t t l e  these claims through the U.S. Courts i n  the for -  
mer Canal Zone before these cour t s  a r e  phased out  i n  1 9 8 2  under t h e  
Treaty. Thus ,  long negot ia t ions a re  no longer taking place and more 
claims a r e  being s e t t l e d  i n  the  cour t ,  which usual ly  r e s u l t s  i n  
higher se t t lements  and r e l a t ed  cos t s .  Commission o f f i c i a l s  a l s o  
s t a t ed  t h a t ,  contrary t o  p r io r  years ,  more damaged vesse ls  a r e  be- 
ing repaired i n  por t  f a c i l i t i e s  t h a t  do not provide 24-hour repa i r  
se rv ice  ra ther  than a t  f a c i l i t i e s  operated by the Commission. T h i s  
has resu l ted  i n  longer downtime and la rger  claims for  l o s t  p r o f i t s .  

Commission o f f i c i a l s  s t a t ed  t h a t  i n  the pas t  no systematic 
reviews of amounts accrued for marine accidents  were made t o  de te r -  
mine whether adjustments t o  o r i g i n a l  es t imates  were warranted. 

- 1/See footnote 9 ,  PCC f inanc ia l  statements.  

8 



However, due to the problems experienced this fiscal year, accrued 
amounts will be periodically reviewed and adjusted if this is deter- 
mined to be necessary. 

In our opinion, the additional information that has become 
available supForts a more reasonable estimate of the accrued liabil- 
ity for marine accidents in PCC financial statements. Since the 
audited financial statements had not been issued at the time the 
revised estimates were made available, we believe that, under gen- 
erally accepted accounting principles pertaining to the accounting 
treatment of subsequent events, the adjustment for the accrual is 
warranted. We also agree with the Commissiorl that it should monitor 
marine accident accruals in the future by periodically reviewing 
this account auring the fiscal year and adjusting it as necessary; 
we strongly suggest that it take such action. 

PROPERTY TRANSFERS TO PANAMA 
AND DEPARTMENT OF DEFENSE 

On October 1, 1979, as a consequence of the Treaty, PCC/CZG 
properties with a net book value of $ 8 4 . 9  million were transferred 
to the Government of Panama and $36.3 million to the Department of 
Defense (DGD). These amounts include $2.1 million of inventories 
and other assets. Under a separate agreement, the Commission 
retains the right to use '*free of charge" about $30.6 million 
worth of employee housing which is included in the property trans- 
ferred to Panama. 

The property transferred included title to employee housing, 
port facilities and equipment, the Thatcher Ferry Bridge, Panama 
Railroad, and various other facilities and equipment to Panama, and 
the schools, hospitals, and other public-service-type facilities 
and equipment to DOD. A further description of property transferred 
and its effects on the U.S. investment in the Canal organization is 
shown in apps. I and 11. 

COSTS EXCLUDED FRON PCC'S FINANCIAL 
STATEMENTS PURSUANT TO LAW 

Legislation and related hearings indicate that the PCC/CZG was 
designed to be operationally self-sustaining, imposing no burden on 
the U.S. taxpayer except for 

--the cost of facilities acquired for national defense; 

--interest on (11 interest capitalized during construc- 
tion of the Canal and ( 2 )  the U.S .  investment in the 
CZG; and 

--extraordinary expenditures on losses incurred through 
directives based on national policy and not related to 
PCC operations. 
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PCC was n o t  l e g a l l y  r e q u i r e d  t o  r e i m b u r s e  t h e  U . S .  Government 
f o r  c e r t a i n  o t h e r  c o s t s  i n c u r r e d  a n n u a l l y  on b e h a l f  o f  t h e  C a n a l  
o r g a n i z a t i o n .  These  costs,  t o t a l i n g  $2 ,109 ,508  f o r  f i s c a l  y e a r  
1979 ,  i n c l u d e d  a p o r t i o n  o f  t h e  a n n u i t y  p a i d  t o  Panama and r e c u r r -  
i n g  a n n u i t i e s  and compensa t ion  payments  t o  c e r t a i n  former  employees .  

A r t i c l e  I o f  t h e  1955 T r e a t y  be tween t h e  U n i t e d  S t a t e s  and t h e  
Republic o f  Panama i n c r e a s e d  t h e  a n n u a l  a n n u i t y  p a y a b l e  t o  Panama 
from $430,000 t o  $1,930,000.  A d j u s t m e n t s  r e q u i r e d  by c h a n g e s  i n  t h e  
r e l a t i o n s h i p  be tween t h e  U.S. d o l l a r  and g o l d  i n c r e a s e d  t h e  a n n u i t y  
t o  $2 ,328 ,200  i n  f i s c a l  y e a r  1974,  where i t  h a s  s i n c e  remained .  
The a n n u i t y  is p a i d  t o  Panama by t h e  T r e a s u r y  from a p p r o p r i a t i o n s  
r e c e i v e d  by t h e  Depar tment  of S t a t e .  PCC is r e q u i r e d  t o  r e i m b u r s e  
t h e  U.S. T r e a s u r y  f o r  t h e  amount o f  t h e  o r i g i n a l  a n n u i t y  p l u s  
a d j u s t m e n t s .  PCC's p o r t i o n  i n  f i s c a l  y e a r  1979 was $518,718;  t h e  
r e m a i n i n g  $1 ,809 ,482  was b o r n e  by t h e  U.S. Government.  Through 
f i s c a l  y e a r  1979 ,  payments  bo rne  by t h e  U.S. Government have  t o t a l e d  
a p p r o x i m a t e l y  $38.4 m i l l i o n .  

A n n u i t i e s  were a l so  p a i d  a n n u a l l y  t o  c e r t a i n  former  employees  
of p r e d e c e s s o r  a g e n c i e s  of t h e  C a n a l  o r g a n i z a t i o n .  PCC p a i d  i n j u r y  
and dea th  compensa t ion  t o  employees  ( a n d  t h e i r  d e p e n d e n t s )  of t h e s e  
a g e n c i e s  and was r e i m b u r s e d  by t h e  U.S. Depar tment  of Labor .  Con- 
s t r u c t i o n  a n n u i t i e s  are p a i d  by t h e  O f f i c e  of P e r s o n n e l  Management 
( f o r m e r l y  t h e  C i v i l  S e r v i c e  Commission) t o  U.S. c i t i z e n s  ( a n d  t h e i r  
widows) who h e l p e d  t o  c o n s t r u c t  t h e  Cana l  be tween 1904-14. Dur ing  
f i s c a l  y e a r  1979 ,  payments  from f u n d s  p r o v i d e d  by these a g e n c i e s  
t o t a l e d  $300,026.  Payments  t h r o u g h  f i s c a l  y e a r  1979 h a v e  t o t a l e d  
$58.9 m i l l i o n .  
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CHAPTER 3 

- TREATY LEGISLATION LIMITS IMPLEMENTATION COSTS 
The Act expresses the sense of the Congress that direct appro- 

priated costs for Treaty implementation over the life of the Treaty 
should not exceed $665.7 million plus an appropriate inflation ad- 
justment. This was the estimated amount of taxpayer Treaty imple- 
mentation costs that the executive branch presented to the Congress 
during consideration of the Act in March 1979. Total estimated 
costs were $776.7 million, less $111 million in estimated cost 
savings. (See app. 111.1 

DOD will incur the largest amount of Treaty costs in Panama, 
and has started to define, identify, and account for these costs. 
Other non-DOD agencies have not made much progress in this regard. 

In our review of agencies' plans and actions to account for 
Treaty costs, we identified the following problems. 

--Lack of a Government-wide definition of Treaty costs. 

--Lack of a central control point for keeping track of 

overall Treaty costs. 

--Costs and savings not included in the March 1979 cost 

estimates. 

--No rate for inflation adjustment prescribed. 

DOD TREATY-RELATED COSTS 

DOD is projected to incur about $760 million (98 percent) of 
direct appropriated Treaty costs over the life of the Treaty. T h e  
affected military branches, principally the Department of the Army, 
have made progress in preparing to account for these costs. None- 
theless, there still appear to be problems in defining, identifying, 
and recording these costs and related cost savings and there is 
a possibility of additional problems occurring in future years. 
Costs estimated for fiscal years 1979-84 are shown on the chart on 
the next page. 

11 



Table 1 

DOD Estimated Treaty Costs for 
fiscal years 1979-84 

Branch Operations Estimated cost 

(millions) 

Army 
Army 
Army 
Army 
Army 
Army 
Army 
Air Force 
DOD 

All branches 
Army 
Army 
Army 

Dependent Schools 

Total 

Base operations 
Commissary operations 
Port operations 
Communications 
Disposal of remains 
Criminal investigation 
Medical operations 
Post a1 operations 

School system 
Military pay 
Military construction 
Equipment procurement 
Hospital credits 

$ 86.7 
7.4 
4.6 
4.4 

e 8  
e 6  

55.5 
7.3 

30.0 
17.5 
72.9 
22.6 

- 3 3 . 3  

$277.0 - . 
DOD estimates that its net additional Treaty costs for fiscal 

years 1985-2000 will be $30 million per year or a total of $480 mil- 
lion. However, this figure is highly speculative and represents, in 
terms of constant dollars, maximum DOD costs for the period. 

Many of the costs DOD will incur are the result of its taking 
over various activities previously run by the PCC/CZG, such as the 
school system, medical facilities, and retail and postal operations. 
Although some of those activities are transfers of functions between 
agencies rather than creation of functions, there is an important 
difference that will result in additional costs being borne by U . S .  
taxpayers. Previously these activities were operated by PCC/CZG on 
a cost-recovery basis: under DOD not all costs will be recovered. 

As shown above, the Army will incur the largest amount of 
Treaty costs. TO control the diverse cost areas, the Headquarters 
of the Army Forces Command and the Office of the Comptroller of the 
Army issued inst.ructions prior to Treaty implementation on defining, 
identifying, and controlling ‘these costs. 

In December 1979, the Assistant Secretary of Defense issued a 
memorandum instructing the Army, Navy, Air Force, DOD Dependent 
Schools, and Defense Mapping Agency to augment their accounting 
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systems to account for the resources in Panama used to implement the 
Treaty. It provided that this accounting will be in the same class- 
ification as the budget. Annual Decision Package Sets in the budget 
review will assure that DOD does not exceed its Treaty cost estimates. 
Budget guidelines will be revised so that the DOD components' budget 
submissions will contain prior year accumulated totals. A central 
focal point for DOD Treaty cost matters was established within the 
Office of the Secretary of Defense. Each DOD component was 
instructed to designate a central office to maintain current Treaty 
cost data and be able to respond promptly to inquiries and to furn- 
ish cost estimates classified as initial one-time and recurring 
costs. All the DOD components responded designating focal points 
and the following costs of maintaining the data. 

Initial one-time cost Annual recurring cost 

Air Force $12,900 
Army 37,386 
DOD Dependent 
Schools 875 

Defense Mapping 5 0  

$ 5,600 
112,884 

3 60 
150 

The Navy considered the cost of maintaining Treaty cost data 
too insignificant to report. 

The Army instructions list areas which are to be considered as 
Treaty-related costs, including supplies, contractual services, 
equipment obtained from Army depot stock or as new procurement, and 
increased rates on the Panama Railroad. 

In many instances it appears that these definitions in them- 
selves can be used to identify the Treaty cost areas. When costs 
of supplies, for example, cannot be identified totally as Treaty- 
related, according to Army instructions they may be prorated. 

The Army will use its existing accounting system for Treaty- 
related costs, employing a unique accounting code to record those 
costs. It will report Treaty costs on a monthly basis. For the 
most part, the Army is recording Treaty costs at the time they are 
initially obligated, although some costs are being identified and 
recorded at the time they are expensed. Instructions do not require 
the obligations recorded to be reconciled with actual expenditures, 
but an Army official in Panama stated that if this were required it 
would be difficult to do without authority and instructions from the 
Washington Headquarters level. Army officials in Washington stated 
that they plan to issue instructions for the Army to keep track of 
Treaty costs by expenditures. However, until such instructions are 
issued and implemented, Army Treaty cost reports will reflect not 
actual expenditures but a mixture of obligations and expenditures. 
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The Dependent Schools system w i l l  incur the second l a r g e s t  
amount of Treaty-related c o s t s ,  because it  has taken over school 
operat ions formerly provided by CZG.  The school system's account- 
i n g ,  however, has come under the auspices of  the Air Force. Since 
t h e  Air Force did not account for school operat ions p r io r  t o  the 
Treaty,  t h e s e  costs can be i den t i f i ed  e a s i l y .  T h i s  w i l l  a l s o  be 
t h e  case w i t h  t h e  expanded APO system, s ince i t s  operation was very 
small p r io r  t o  the Treaty. 

However, Air Force o f f i c i a l s  i n  Panama have expressed some con- 
cern about def in ing ,  ident i fy ing ,  and recording such Treaty c o s t s  a s  
(1) what percent of increased u t i l i t y  r a t e s  s h o u l d  be a l loca ted  t o  
Treaty c o s t s ,  and ( 2 )  what percent of increased secu r i ty  personnel 
should be a l loca ted  t o  Treaty c o s t s  a s  t h e  r e s u l t  of a change i n  
s ecu r i ty  standards.  Also, the Air Force has been accumulating Treaty 
c o s t s  manually but a n t i c i p a t e s  problems i n  recording these c o s t s  i n  
f i s c a l  year 1980.  

The Navy and t h e  Inter-American Geodetic Survey have incorpor- 
ated or w i l l  incorporate i n  t h e i r  accounting systems a means of 
ident i fy ing  and accounting for  Treaty-related cos ts :  t h e  Navy w i l l  
use job order f i l e s  t o  r e t a i n  i t s  r e l a t i v e l y  few expenses, and the 
Geodetic Survey w i l l  incorporate an ident i fy ing  number i n  i ts  auto- 
mated system. However, nei ther  had projected s i g n i f i c a n t  shor t  or 
long-term Treaty c o s t s  a s  of January 1980. 

The var ious DOD f a c i l i t i e s  w i l l  a l s o  experience some savings 
a s  a r e s u l t  of the Treaty. For example, t h e  Air Force and Navy 
l o c a l  budgets fo r  f i s c a l  year 1980 were reduced by $ 1 . 7  mi l l ion  and 
$ 5 0 , 0 0 0 ,  respec t ive ly ,  corresponding t o  annual payments t o  the CZG 
hospi ta l  for  medical se rv ices  t o  m i l i t a r y  personnel. A l s o ,  accord- 
ing t o  a Geodetic Survey o f f i c i a l ,  some savings w i l l  r e s u l t  from a 
proposed movement of the Geodetic Survey back t o  the  United S t a t e s ,  
although the amount of savings has not been determined a t  t h i s  po in t .  

Although DOD has taken a number of ac t ions  t o  cont ro l  Treaty 
c o s t s ,  including t h e  designat ion of a c e n t r a l  co l l ec t ion  point  for  
t h i s  information, m i l i t a r y  o f f i c i a l s  have expressed concern about 
t h e i r  continuing a b i l i t y  t o  keep t rack of these c o s t s  i n  fu ture  
years.  They bel ieve t h a t  i t  may become increasingly d i f f i c u l t  t o  
d i s t i ngu i sh  between Treaty-related operating c o s t s  and those incur- 
red a s  p a r t  of normal operat ions.  For example, i t  w i l l  be d i f f i c u l t  
t o  determine whether Treaty o r  non-Treaty matters  necessi ta ted 
increases  or decreases i n  personnel r e su l t i ng  from personnel surveys. 
DOD has designated a c e n t r a l  po in t  for  information gathering i n  the  
o f f i c e  of the Deputy Comptroller, Program/Budget, and t h i s  w i l l  be 
the point  where such an issue w i l l  be addressed. 
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TREATY-RELATED COSTS OF THE 
PANAMA CANAL ORGANIZATICN 

The March 1979 estimates included potential Treaty costs for 
the Panama Canal organization of $3.7 million--$1.7 million in 
disinterment/reinterment (cemetery) costs and $ 2 . 0  million in poten- 
tial interest on employer/employees retirement contributions for 
employees that choose to transfer to Panama's retirement system. A s  
of January 1980, the Canal organization had realized about $300,000 
in cemetery costs (incurred in fiscal year 1979) and appeared likely 
to incur little, if any, interest costs. 

Most of the Commission's costs during the life of the Treaty 
will be funded through tolls and other revenues. However, the cem- 
etery costs and interest on employer/employees' contributions to 
the Civil Service Retirement Fund of eligible employees choosing to 
transfer to Panama's Social Security System would be paid from appro- 
pr iated funds. 

The total cemetery cost was originally estimated at $3.2 mil- 
lion, of which the CZG would incur $1.7 million and the Battle Mon- 
uments Commission $1.5 million. The CZG's costs were covered by a 
special appropriation in fiscal year 1979. As of October 1, 1979, 
this responsibility passed to DOD, so no additional cost will be 
incurred by the Commission. 

As of February 1980, no eligible employees had elected to 
transfer to Panama's Social Security System, so it is probable that 
little cost will be realized in this area. 

The Commission has not identified any savings that will result 
from the Treaty. 

OTHER GOVERNMENT AGENCIES 
INCURRING TREATY-RELATED COSTS 

Other government agencies located in Panama will be incurring 
additional costs or experiencing savings as a result of the Panama 
Canal Treaty, including the Department of State, Federal Aviation 
Administration, Smithsonian Tropical Research Institute, Gorgas 
Memorial Laboratory, Foreign Broadcast Information Service, and 
Justice's Bureau of Prisons. These agencies are incurring costs 
that had not been included in the original estimate presented to 
the Congress in March 1979 which formed the basis for the Treaty 
cost ceiling. For this reason, additional costs may be charged 
against the $665.7 million estimate without provisions having been 
made for them in the limitation. 

The Smithsonian Tropical Research Institute had requested a 
$348,000 supplement to its 1980 budget, citing the following costs 
attributable to the Treaty. 
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--Implementation of cost of living and quarters allow- 
ances to compensate staff for loss  of tropical differ- 
ential and commissary privileges and to develop a 
separate personnel system as provided by the Act 
($llfi,OOO). 

--Additional personnel and equipment costs to carry out 
its Treaty responsibility as the custodian of the Barro 
Colorado Island Nature Monument ($156,000). 

--Various other personnel, supply, and administrative 
costs to comply with Treaty requirements and Panamanian 
law ($76,000). 

The Institute also, estimates that it will incur an undetermined 
amount of costs from customs fees, potential losses resulting from 
delays in processing perishables through Panamanian customs, and 
higher costs of utilities from having to contract locally instead of 
obtaining these services through PCC. However, it estimates savings 
of approximately $ 2 , 8 0 0  a year in rental costs that were paid to PCC 
for facilities now provided rent-free by the Government of Panama. 

The Department of State's cost estimate included $3.7 million 
for additional consular services and $ 3 . 8  million for U . S .  partici- 
pation in the joint Commission on the Environment and Consultative 
committees: it did not include Embassy personnel who worked full or 
part-time on Treaty-related matters, such as the Treaty officer. 
Estimates for these costs have not been compiled. 

Other costs and savings which were not included in the March 
1979 estimates are shown below: although some of the amounts have 
not been determined, agency officials told us they are relatively 
small. 

costs 

--Customs fees and potential losses resulting from delays 
in processing perishables through Panamanian Customs, and 
$60,000 in higher costs of utilities (Gorgas Memorial 
Laboratory). 

--Additional personnel needed to meet new responsibilities 
under the Treaty (Foreign Broadcast Information Service). 

Savings 

--Approximately $600,000 'a year or more reduction in the 
Federal Aviation Administration's program costs during 
the 5-year phaseout period (in addition to the $75 mil- 
lion savings shown). 
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--Approximately $5,000 per year savings because of facil- 
ities being provided rent free to the GOrga8 Mkmosial 
Laboratory by the Government of Panama. 

the early turnover of the U.S. prison to Panama. 
--At least $250 ,000  savings by the Bureau of Prisons for 

A more serious problem at these various agencies is their dif- 
fering interpretations of Treaty costs. For example, \he Gorgas 
Memorial Laboratory and Smithsonian Tropical Research Institute 
regard additional utility costs as Treaty-related while the Foreign 
Broadcast Information Service does not. Another agency believes 
that, because it is performing functions which the PCC/CZG had per- 
formed, it is not incurring additional cost but just a cost trans- 
fer from one agency to another. 
indication of the confusion that may arise because of a lack of 
guidelines defining Treaty costs and an absence of a central report- 
ing point and guidance for questions concerning costs. Possibly as 
an adjunct to the lack of guidance on Treaty-related costs, most 
agencies have done very little forward planning for these costs. 
Although some non-DOD agencies have projected costs for 2 to 5 years, 
only the Department of State has projected costs for the life of the 
Treaty. This lack of projection may pose problems in attempts to 
monitor controls over Treaty costs. 

This disparity of thought is an 

CONCLUSION 

The Department of Defense which will be incurring the largest 
amount of Treaty related costs, has made progress in preparing to 
account for these costs over the life of the Treaty: other agencies 
have not made as much progress. 

DOD has taken specific action to (1) define Treaty-related 
costs, ( 2 )  establish a method to identify and record costs in its 
accounting system, and ( 3 )  identify a central point for information. 
However, the Air Force in Panama anticipates that it may incur some 
problems in accounting for Treaty costs that cannot be readily iden- 
tified. 

Other agencies have not received guidance from the department 
level. Specifically, there is (1) no common definition of Treaty 
cost, (2) no centralized collection/guidance point to gather cost 
information or provide direction on areas not obviously Treaty- 
related, and ( 3 )  little future planning or projecting of Treaty 
cost estimates for fund control purposes. 

Treaty costs and savings are also being incurred that were not 
included in the March 1979 estimates used as the basis for the 
Treaty cost ceiling. Since such items have not been provided for 
in the estimates, it is important that they be closely monitored 
for control purposes. 
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Finally, guidance for inflation adjustments to Treaty costs 
has not been published by any of the agencies. 
that such guidance be issued for proper comparison of actual costs 
incurred with the March 1979 cost estimates. 

It is important 

RECOMMENDATION 

Since the Department of Defense will incur the largest amount 
of Treaty costa and has acted to account for these costs, we recommed 
that the Secretary of Defense,establish and chair a steering commit- 

cies incurring Treaty-related costs and savings, to coordinate 
agencies' efforts to define, identify, and account for Treaty costs. 
This committee could develop a standard definition of Treaty costs 
and savings and a rate for inflation adjustmqpts and be a focal point 
for consolidating and reporting Treaty costs. 

tee at the' department level, /! Bnsisting of representatives from agen- 

AGENCY COMMENTS AND OUR EVALUATION 

The Panama Canal Commission and the Department of Defense fur- 
nished comments on a draft of this report, which we have incorpor- 
ated to the extent considered appropriate throughout the report. 
The Department of State declined to comment on our draft but stated 
that it would comment on our final report. 

In its comments, the Commission agreed with our recommendation 
but pointed out that, as we had indicated, most of its costs during 
the life of the Treaty will be recovered through tolls and other 
revenues. 

DOD agreed that an interagency effort is needed to recommend 
definitions of Treaty cost and costs savings and to provide guid- 
ance for inflation adjustments to these costs. It did not believe, 
however, that a steering committee should be established to coor- 
dinate agency efforts in consolidating and reporting Treaty costs, 
but stated that the Office of Management and Budget could better 
coordinate such agency efforts. DOD said that the Office of Mana- 
gement and Budget, through its guidance to agencies in developing 
budget estimates, should require the affected agencies to develop 
and submit to it the schedules of Treaty-related costs and savings. 
These schedules could be consolidated and compared with the legal 
limitation as part of the President's budget and furnished to the 
Congress, without establishing another special accounting and 
reporting system. 

DOD agreed to chair an interagency task force to develop Treaty 
costs, cost savings, and inflation adjustment guidelines but antici- 
pates that the task force would operate under the auspices of and 
submit recommendations to the Office of Management and Budget. 
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We believe that the establishment of an interagency task force 
chaired by DOD's would greatly facilitate the agencies' efforts in 
defining, identifying, and accounting f o r  Treaty costs. We also 
believe that Defense's suggestion that the task force come under 
the auspices of and submit its recommendations to the Office of 
Management and Budget, which would coordinate agency efforts in 
consolidating and reporting Treaty costs, is an alternative that 
deserves further consideration by the task force after it is estab- 
lished. 
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CHAPTER 4 

IMPACT OF TREATY LEGISLATION ON THE COMMISSION'S 

BUDGETING AND ACCOUNTING SYSTEM 

The Panama Canal Act of 1979 established the Panama Canal Com- 
mission as an appropriated funded agency to operate and maintain the 
Canal. This Cornmission replaced the Canal organization which was 
desigried to be self-sustaining and consisted of (1) the Panama Canal 
Company, a wholly owned Government Corporation, and (2) the Canal 
Zone Government, an agency that received annual appropriations to 
finance its operations and which were repaid to the U.S. Treasury. 
The Act also increased our responsibilities in auditing the Com- 
mission's financial transactions and operations. In view of the 
changes brought about by the Act, there was a need for the Commis- 
sion to make changes to the budgeting process and accounting system 
of the prior Canal organization. 

CHANGE IN BUDGETING PROCESS 

The PCC financed its operating and capital expenditures with 
revenues from tolls and supporting services. It was also authorized 
to borrow up to $40 million from the Treasury to cover both losses 
and capita1 needs. In contrast, the Commission is required to 
deposit all of its revenues into an account called the "Panama Canal 
Commission Fund" and to make expenditures pursuant to annual appro- 
priations. The Act authorized the Treasury to establish and maintain 
a "Panama Canal Emergency Fund" to be used as a reserve source of 
funding should emergencies occur which would require expenditures 
over and above current appropriated fund availability. It authorized 
$40 million to be appropriated for deposit in the fund beginning with 
fiscal year 1980 and such additional amounts as may be specifically 
authorized by law for any fiscal year thereafter. 

The Commission has submitted budgets for fiscal years 1980 and 
1981 requesting appropriations for both operations and emergency 
funds; however, the appropriations enacted by the Congress did not 
provide for emergency funds. 

GAO required to certify revenues 
in Commission budget 

The Act requires the Comptroller General to certify the esti- 
mated revenues to be deposited in the Panama Canal Commission Fund 
at the time the budget requests for such fiscal year are submitted 
to the Congress. In accordance with this requirement, we have cer- 
tified the estimated revenues for fiscal years 1980 and 1981. It 
was necessary for us to highly qualify these certifications, how- 
ever, because the Act provides no criteria for us to use in certi- 
fying the revenues and because of the uncertainties in financial 
forecasting or the unanticipated events that may occur, particu- 
larly with respect to Canal traffic and toll revenue. 
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Our reviews consisted of reviewing the methods of compiling the 
estimates and forecasts, testing the computations used to arrive at 
the estimates, and such auditing procedures as we considered practic- 
able and necessary in the circumstances to determine whether the esti- 
mates were reasonable. 

NEW ACCOUNTING SYSTEM REQUIRED 

The Commission has identified, initiated, or implemented changes 
to conform its accounting system to the requirements of the Act. It 
had a plan for completing most of the necessary changes to support 
an appropriated-fund agency by October 1, 1980, with some minor 
changes to the financial planning system to be completed by February 
1981 to coincide with the start of a new annual budget cycle. Work 
has been started toward the implementation of a completely revised 
automated accounting system. The goal is to have the new system 
operational for the fiscal year 1983 accounting cycle. The current 
phase involves the definition of the conceptual framework for the new 
system. Once this phase is completed and a work schedule can be 
established for the later project phases of actual system develop- 
ment, a firm date for the implementation of the new accounting system 
will be established. However, several key issues require followup 
action or resolution before the new system can be fblly implemented. 

The Commission must now ensure that it complies with the Bud- 
geting and Accounting Act of 1950 and the Anti-Deficiency Act. 
Essentially, the Anti-Deficiency Act stipulates that Federal Govern- 
ment agencies must implement a system to restrict the obligation and 
expenditures of funds to the amounts appropriated for the applicable 
fiscal period. The Budget and Accounting Act gives us the respon- 
sibility for approving executive agency accounting systems when 
deemed to be adequate and in conformity with the principles, stand- 
ards, and related requirements prescribed by the Comptroller General. 

Fund control 

To satisfy the Anti-Deficiency Act's requirement regarding con- 
trol of funds, the Commission has implemented an obligation and fund 
control concept that will result in administrative procedures to 
properly restrict obligations and expenditures to the amounts appro- 
priated. This includes a new monthly financial statement that shows 
the fund availability and obligations actually incurred f0.r the fis- 
cal year. This statement is sufficiently detailed to provide for 
analysis and projection of obligations and budgeted funds and is 
intended to be one of the principal financial tools for fund con- 
trol. Beginning with fiscal year 1981, the Commission will be 
required to report expenditures by fiscal year of funding so that 
appropriations for any given fiscal year are not exceeded. This 
reporting must show the liquidation of current and prior year obli- 
gations. The Commission planned to implement by October 1, 1980, a 
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computerized method of recording and reporting expenditures and 
obligations to ensure that prior and current year appropriations 
will not be exceeded. 

Issues requirinq followup 
action or resolution 

The Commission has identified a number of: issues that remain 
unresolved or require further followup action before the new account- 
ing system can be implemented. 

performed by the Commission. 
treating the accrued capitalized cost as an obligation of capital 
funds and a reimbursement to the performer is not only questionable 
in principle but also poses practical problems of implementation. 
The Commission's position is that this problem needs to be addressed 
with a view toward a better approach which would either involve a 
major change in the accounting system or, preferably, the funding 
of such capital work from the operating fund instead of the capital 
fund. This latter approach would have to be incorporated into future 
appropriations requests and therefore could not be implemented ear- 
lier than fiscal year 1983. In the interim, the Commission is taking 
steps to minimize the problem, 

The major issue concerns the manner of funding capital work 
The present tentative approach of 

Issues identified by the Commission which require followup are: 

--Development of a new automated system for tracking and 
reporting undelivered orders and integration of the 
system into the overall accounting system; presently, 
undelivered orders are handled manually. 

--Need for a procedure to record leave paid in the 
accounts in a manner which supports reporting by 
accountable organizations: reporting of leave paid 
is presently being accomplished outside the accounting 
sys tem . 

--Classification of funded entries and obligations to 
balance sheet accounts by the accountable organiza- 
tion: presently, these entries are accomplished out- 
side the automated accounting system. 

--Procedure for monitoring fund availability prior to obli- 
gating additional funds: implementation was desired by 
October 1, 1980. 

--Changes to the automated financial planning system to 
support the appropriated agency form of the Commission: 
these consist of changes to computer program tables 
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planned for implementation by February 1981 to coincide 
with the start of a new annual budget cycle. 

GAO approval of new accounting system 

The Commission plans to submit its new accounting system to us 
in the following two stages as required by our Policy and Procedures 
Manual. 

1. Statement of principles and standards established to 
govern its accounting system. 

2. Design of the accounting system. 

The Commission's timeframe includes submitting the accounting princi- 
ples and standards to us for approval at the completion of the con- 
ceptual definition phase by the end of 1980 and later requesting 
approval of its accounting system design for the new system prior 
to implementation. 

During our annual financial audit, we will monitor the progress 
and assist the Commission in establishing its new accounting system. 
However, the Act provides that for fiscal year 1980 we take into 
account the problems inherent in converting the prior PCC accounting 
system to conform to the requirements of the Act and take no adverse 
action with respect to the Commission or violations of Section 3679 
of the Revised Statutes (31 U.S .C .  6 6 5 )  as long as the Commission is 
in substantial compliance with the Act. Also, the Act provides that 
we shall make such recommendations as we consider appropriate to 
insure that full compliance with the financial controls provided 
for in the Accounting and Auditing Act of 1950 (31 U.S.C. 65 _. et seq.) 
are achieved promptly. 

The Treaty provides that the Commission will pay Panama 
$10 million a year in reimbursement for police and fire protection; 
maintenance, lighting, and cleaning of streets; traffic management; 
and garbage collection services in the Canal operating and housing 
areas. 

It requires that the costs be "reexamined" every 3 years after 
the Treaty enters into force to determine whether adjustment to the 
annual payment should be made. A Senate understanding stipulates 
that the Commission deduct from or add to the payment for each year 
of the second 3-year period one-third of the excess or deficit bet- 
ween the payments and actual costs for 
of services dispute between Panama and 
the reexamination shall be resolved by 
audit conducted by an auditor mutually 
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As of mid-March 1980, Panama submitted one invoice for one- 
twelfth of $10 million for the public services it currently pro- 
vides. It did not provide a cost breakdown. The Commission has 
emphasized to Panama that it requires costs in sufficient detail 
to permit evaluating their reasonableness and to provide the basis 
for adjustments to the fixed annual payment provided under the 
Treaty. 

The Commission has (1) suggested guidelines for the accounting 
treatment of individual cost elements proposed for use by Panama 
which require that they be reported separately for each of the 
services and (2) recommended that a detailed individual costing 
agreement be developed for each public service. 

Panama does not believe it is obligated to provide the Com- 
mission with detailed monthly cost information to support the 
public service payments. Therefore, it has raised the matter to 
the diplomatic level to arrive at a concept which will provide a 
basis for the provision of these services. Panama's rationale is 
that there was general agreement between it and the Commission on 
the approach and content of the system to provide the audit trail 
for public service costs. Cost verification appears to be a very 
sensitive area, especially for Panama, and mechanisms are far from 
developed. However, the U.S. Embassy has not held formal discus- 
sions with Panama to resolve the issue related to public service 
payments. Consideration is now being given to assigning an Embassy 
person to help resolve future payment issues. 

Section 1341(a) of the Act provides that we shall audit the 
$lO-million public service payments to Panama annually and that any 
overpayment shall be refunded by Panama or set off against amounts 
payable by the United States to Panama under the Treaty as deter- 
mined in accordance with Understanding 1 incorporated in the 
Resolution of Ratification of the Treaty. In prior congressional 
testimony, we recommended that Panama develop procedures to verify 
the actual costs incurred in providing the Treaty-specified public 
services. 

Panama has expressed the goal of implementing an accounting 
system within 3 years so that costs can be properly supported. 
However, since the Act requires us to audit the payments annually, 
the first audit will be due at the end of fiscal year 1980. For 
us to conduct such an audit to determine if overpayments have been 
made, sufficient and proper data must be available at the time of 
the audit. We understand that Panama has hired a consultant to 
design a system that will enable it to uniformly account for the 
public service c o s t s ,  but it is not known when such a system will 
be implemented. 
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CONCLUSION 

A s  an appropriated-fund agency, the Commission has submitted 
budget requests for f i s c a l  years 1980 and 1981 to the Congress for 
approval, and we have certified the revenues in these budgets as 
required by the Act. 

The  Commission has initiated or implemented required changes 
to its accounting system so that it can support an appropriated- 
fund agency, and it plana to implement a completely revised account- 
ing system in the coming years. However, it has identified several 
issues that must be resolved before all the necessary changes can be 
completed and the new revised system submitted to us for approval. 
Action has been taken to follow up and resolve these issues. 

Panama has not developed a system to report costs incurred in 
providing public services to the Canal's operating and housing areas. 
It has expressed the goal of implementing an accounting system so 
that such costs can be properly supported in 3 years. This needs 
to be done much sooner, however, because the Act requires that we 
audit the Commission's $10 million fixed payment to Panama for pub- 
lic services annually to determine if whether an adjustment should 
be made. 
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CHAPTER 5 

SCOPE OF EXAWINATION 

AND OPINION ON FINANCIAL STATEMENTS 

We have examined the Panama Canal Company's balance sheet as 
of September 30, 1979, and its related statements of operations, 
changes in investment of the United States, and statement of changes 
in financial position for the fiscal year then ended. 

Because the PCC was required to assume the net cost of the 
Canal Zone Government as an operating expense and because it acted 
as an agent for the CZG in advancing funds for its monthly opera- 
tions, construction, and other activities and in collecting its 
revenue, we also examined the CZG's balance sheet as of September 30, 
1979, and its related statements of operations and changes in invest- 
ment of the United States for the fiscal year then ended. 

We previously examined and reported on the Canal organization's 
financial statements for fiscal year 1978. 

The financial statements (PCC schedules 1 through 5 and CZG 
schedules 6 through ll), including price level statements (PCC 
schedules 1 A  and 2A and CZG schedules 6A and 7 A ) ,  were presented to 
us by Panama Canal Commission officials in June 1980 as the final 
PCC/CZG financial statements for fiscal year 1979. However, a sub- 
sequent adjustment was made to PCC's statements in October 1980 for 
the under-accrual of marine accidents, as discussed in chapter 2 .  
While the price-level statements are unaudited, we have reviewed and 
concurred with the concepts and methods employed in their preparation. 
Also ,  our review of the distribution in fiscal year 1980 of assets 
and liabilities to the Panama Canal Commission, U.S. Treasury, and 
other Government agencies and to the Government of Panama as shown 
in PCC and CZG balance sheets was limited to verifying these amounts 
to supporting documents to determine whether they were mathematically 
correct and to observing some of the inventories of plant, property, 
and equipment transferred to Panama. 

We made our examination pursuant to the Government Corporation 
Control Act (31 U.S.C. 841, et. seq.) in accordance with Comptroller 
General standards for financial and compliance audits, and included 
such tests of the accounting records and such other auditing proce- 
dures as we considered necessary in the circumstances. During our 
examination, we gave consideration to the financial audit work per- 
formed by the internal auditors. Because of the extent of coverage 
and adequacy of the internal auditors' work, we were able to limit 
the extent of our tests of the Canal organization's accounting 
records. 
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PANAMA CANAL COMPANY 

In our opinion, the accompanying financial statements (sche- 
dules 1 through 5) present fairly the financial position of the 
Panama Canal Company at September 30, 1979, and the results of its 
operations, changes in the investment of the United States, and 
changes in financial position for the fiscal year then ended, in 
conformity with generally accepted accounting principles which have 
been applied on a consistent basis. 

CANAL ZCNE GOVERNMENT 

In our opinion, the accompanying financial statements (sche- 
dules 6 through 11) present fairly the financial position of the 
Canal Zone Government at September 3 0 ,  1979, and the results of its 
operations and changes in the investment of the United States for 
the fiscal year then ended, in conformity with the principles and 
standards of accounting prescribed by the Comptroller General which 
have been applied on a consistent basis. 
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PIN4t4CIAL STATEMENTS 



PAnAnh CAmL CQOm 
Balance Sheet 

Septdcr 30. 1978 d 1979 SCHEDULE 1 

- 1478 - 1979 DISlilIBUTION I# FY 1980 (Wote 1) 
U.S. Treasury a d  Government 

of Panam C-isaion Other Govt. Agenciea 

PROPERTY, PLANT AND EQUIPMENI: 
At cost................................... $911.008,523 
Less accumulated depreciation and 

$149,377,040 $941,920,091 57a9.675~79 $ 2,075,772 

valuation allowances (Notes 4 and 5). .... 399,592,501 420,291,943 342,810,040 
511,416,022 521,636,148 446.057.239 

2,150,927 
716.865 

75,314,976 
74.062, (264 

CURRENT ASSETS: 
Cash (Note 4): 
Fund balance in U.S. Treasury checking 

Cash in comerctal banks, on hand and 
a C C O U n t . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67,693,167 

in transit............,................ 3,062,909 
70,756,076 

Accounts receivable., less allowance for 
doubtful accounte o f  $9,691,892 and . 
$790,359, respectively (Note 7) .......... 14.127,201 

tv 
a Inventories: 

Materials and supplies. lees allowance 
for obsolete and excess inventory of 
$340,651 and $527,984. reepectfvely... 20,659,033 

Merchandise, lees allowance for loss 
on disposal of $30,000 io fiecal year 

2,000,000 58,260,323 60,240,323 

13,055,220 
73.295.543 

13 055 220 7i3mg 
- 

2,000,000 

20,566.574 20,566,571 

21,077,415 26,230,566 191,079 655,770 

375.741 
27.653.156 

375,761 
26,606,307 

- 
191,079 

129.513 

71,616,135 

- 
655.770 

Other current s~aeta.. . . . . . . . . . . . . . . . . . . . . .  1.132 166 

116,383.244 

1,448,282 

50,621,163 

1,599,079 

122,914.352 

21.284 

677.054 

OTHER ASSETS: 
Deferred charges: 

Pettrement benefit. to certain former 

Other................................., 1.678.201 
employeem........................... .. 10,20a,000 10,626,000 10,626,000 

966 I 975 966.975 

11,592,975 11.592.975 11.686.201 

TOTAL ASSETS................................ 5639,605,461 $656.143.475 $509.071.377 $72.332.980 $ 74,739,318 



PAHAHA CANIU. c m m  
Emlaace Sheet 

Septrkr 30, 1978 .nd 1979 SCHEDULE 1 

1978 - - 1979 

I I c m s r n  OF mc mlm sum: 
Coatribrted capital: 
Latereat-beariag (6.071% m a d  6.5092, 
respectively)..... ..................... 
Hoa-interest-~ri~.................... 

Earned capital rriavertcd................. 

$186,029,892 $ 72,332,980 $b2,33J. SXJ 

200,597.470 f6.285.142) - 6 , 248,044 - 11,803,580 
$318,905,576 
18,051,630 
187.391.154 

524.348.360 

$mS29a,4o2 
18,051,630 
194,312 , 348 

74.731.1X8 390,875sW 

4.954.011 

531,662,380 

CUuRerr LIMlLITI&s: 
Accounts payable: 

U.S. Covermnt agencies............,.... 
Other................................... 

7,723.837 4.9 54 , 01 1 
3.456.595 3:456:595 

8,410. 606 8.410.606 
6;057I 655 
13.781.492 .. ~ ~ 

953,776 - 
- - - 

5,161.846 - - 
6.115.622 

Accrued lirbilitler: 
bployeea' leave........................ 

h) Salaricr and wr~ea... . . . . . . . . . . . . . . . . . . .  
u) Retirement benefits to ccrtaia former 

employees.............................. 
mloyees' reprtriation................. 
Claim for dumger to vesralr (Note 91..  
U.S. Treasury (Note E)............:..... 
Severance pay,.......................... 
Other................................... 

28 , 196 , 827 
8 595,830 

1 , 445,000 
2,239,000 
34,342,372 
3,515,087 
1,206,OOO 
3,066,679 
84.606.995 

31,398,645 
6,759,417 

1.442.000 
2,156,000 
15,735.148 
10,577,525 - 

29,150,603 
8,595,830 

1,445.000 
2,239,000 
34,342,572 
10,676,933 
1.206.000 
3; 066; 679 
90.722.617 

2.431.556 
70.500.291 

1,406.752 - - 
6.115.622 - 94.424.353 

Other current liabilitier.............~~.. 1 I 406,752 

100.539.975 

OlXER LIABILITIES AND RESERVES: 
Retirement benef i t8  to certaia former 
employees............................... 
tmployeea' reprtrirtiw.................. 
Lock overhaulr........................... 
Casualty loarec (Note g)................. 
Remcrvr for C . M ~  Zone Cover=cnt doubt- 
ful recelvab~ar (Note 7)................ 

- 
169,300 

c - 
a. 766,000 
6.17 1,000 
7.805.110 
1,092,369 

9.181,OOO 
6,337,000 
7 , 026,165 

920,801 

9,181, ooo 
6, 167,500 
7,026,165 
920,801 

476.154 
23,171,620 

476,154 
23,941.120 

5,767,643 
29,602.122 

- 
169.500 

Q- $ 79.332.980 $74.739.118 $656,143,475 row. LUIIXLIRES.... . . . . . . . . . . . . . . . . . . . . . . .  $639.485.467 



SCHEDULE 2 

PANAMA CANAL COMPANY 
Statement of Operations and Earned C a p i t a l  Reinvested 

F i s c a l  Years Ended September 30, 1978 and 1979 

1979 - 1978 - 
OPERATING REVENUES: 

Tolls. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $19 5,7 3 5,2 3 4 $209,521,876 
Other. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  135,274,201 148,597,932 

Tota l  opera t ing  revenues. . . . . . . . . . . . . . . . .  331,009,435 358,119,808 

OPERATING EXPENSES: 
Maintenance of channels and harbors. . . . . . . .  
Navigation s e r v i c e  and cont ro l . . . . . . . . . . . . .  

General r e p a i r ,  s torehouse,  engineer ing,  
and maintenance services.................. 

Marine terminal  opera t ions  ................. 
Retail and housing opera t ions ,  inc luding  

c o s t  of goods s o l d  of $30,814,659 and 
$34,349,675, respec t ive ly  ................. 

General and adminis t ra t ive  (Note 7) ........ 
Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net c o s t  of Canal Zone Government.......... 
Other (Note.9) ............................. 

Tota l  opera t ing  expenses... . . . . . . . . . . . . . .  

Locks opera t ion  ............................ 

Transportat ion and u t i l i t i e s . . . . . . .  ........ 

25,485,751 
43,390,026 
25,447,752 

8,255,229 
22,789,971 
21,422,369 

54,702,063 
49,349,766 
19,360,736 
23,340,387 
20,610,206 

314,154,256 

25,979,064 
48,638,356 
28,622,792 

7,890,858 
25,678,325 
26,282,957 

60,886,463 
42,758,676 
20,781,896 
25,399,583 
37,073,644 

349,992,614 

NET REVENUE BEFORE EXTRAORDINARY LOSSES DUE 
TO TREA TY................................... 16,855,179 8,127,194 

Severance pay.. . . . . . . . . . . . . . . . . . . . . . . . . . .  - (1,206,000) 

NET REVENUE... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16,855,179 6,921,194 

EARNED CAPITAL REINVESTED: 
Unearned c o s t s  recovered from opera t ions  ... (4,840,065) 

Balance a t  beginning of year... . . . . . . . . . . . .  175,376,040 187,391,154 

Balance a t  end of year... . . . . . . . . . . . . . . . . . .  $187,391,154 $194,312,348 

The accompanying notes  are a n  i n t e g r a l  p a r t  of t h i s  s ta tement .  
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SCHEDULE 3 

PWIUNA, CANAL COWANY 
Statement of  Gantrgbuted Capital 

Pima1 Years Ended Septaraiber 30, 1978 and 1979 

Interest- Non-interes t- 
bearing bearing 

Balance September 30, 1977....,.............. $318,905,112 $18,051,630 

Plant reactivatfons a d  transfers, n e t . . . . .  464 
Balance September 30, 1978.................... 318,905,576 18,051,630 

- Plant reactivations and transfers, n e t . . . . .  392,826 

Balanca Septernbcr 30, l g f g . . . . . . . . . . . . . . . . . . .  $319,298,402 

The accompanying notes arc an integral part of th is  statement. 
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SCHEDULE 4 
PANAMA CANAL COMPANY 

Statement of Changes i n  Financial  Pos i t ion  
F i sca l  Years Ended September 30, 1978 and 1979 

1979 - 1978 - 
SOURCE OF FUNDS: 

From Operations: 
Revenue.. .................................... $331,009,435 $358,119,808 
Less operating expenses: 

Net cost  of Canal Zone Government. ......... 
I n t e r e s t  on n e t  d i r e c t  investment. . . . . . . . . .  
Annuity t o  Republic of Panama..... ......... 
Other expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total  opera t ing  expenses... .  ............. 

23,340,387 
19,360 , 736 

518 , 718 
270,934,415 
314,154,256 

25,399,583 
20,781,896 

518,718 
303,292,417 
349,992,614 

N e t  revenue be fa re  extraordinary losses . . , .  16,855,179 8,127,194 

Add t ransac t ions  no t  requi r ing  out lay of funds: 
Deferred payments t o  U.S. Treasury (Note 3) . .  
Depreciation ................................. 18,542,929 19,282,097 
Provision f o r  Canal lock overhauls. .......... 1,729,000 2,015,000 
Provision f o r  casua l ty  losses . . . . . . . . . . . . . . . .  7,171,653 22,476,531 
Assumption of l i a b i l i t y  t o  Canal Zone 

- (4,840,065) 

Government f o r  doubtful  accounts receivable ,  
ne t  of amounts w r i t t e n  of f . . . . . . . . . . . . . . . . . .  589,367 578,947 

Amortization and adjustment of deferred 
items.. ..................................... 1,124 , 054 627 , 035 

Other... ..................................... - (3 , 612,204) 

Total  funds from opera t ions  ................ 41,172,117 49,494,600 

Add funds from sources  o ther  than operat ions.  .. 238 , 798 

Net change i n  working c a p i t a l  o ther  than cash.. 13,131,815 11,013,349 

Total  sources before  Treaty effect . . . . . . . . . . .  54,472,000 60 , 746,747 

168,068 

Deduct: 
Extraordinary lo s ses  due t o  Treaty. .......... - 1,206,000 

Sources of funds, ne t . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 54,472,000 $ 59,540,747 

APPLICATION OF FUNDS: 
Canal lock overhaul expenditures ............... $ 2,086,560 $ 2,793,945 

Capi ta l  expenditures ........................... 21,481,193 31,559,236 
Casualty losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,830,271 22,648,098 

Increase i n  cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  23,613,362 2 , 539,468 
Other . . . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  460,614 - 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 54,472,000 

The accompanying notes are an i n t e g r a l  p a r t  of t h i s  s ta tement .  
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SCHEDULE 5 

P A N W  CAMAL COMPANY 
Stiltemant of Prpperty, Plant and Equipment 

Saptmber 30 1978 and 1979 

Tltler a d  treaty r i i h t i .  ................. 
fntarrat during eanrtructioa.............. 

rAtrl *XC.V.tion, fill., a d  .likrJPrtltr.. 

Canal rtructurer a d  equipwnt. ........... 
I!ipportfng and seaera1 fac i1 i t i . r . .  ....... 
Mtnor i t a  of plant and rquipmmt. ....... 
F 8 C l l i t h r  bald for f u t u n  uaa.... ........ 
'Clant ulditiaor in protrtui . . . . . . . . . . . . . . .  

IrmpeMLd colutructicw projactr. . , . . . . . . . .  

1 9 7 8  
Ikmraciation 
mi Vatustien 

Co.t bllouirncem 

$ 14,728,889 $ 1,933,167 

50,892~3k1 50,892,311 

334,371,265 62,861,150 

211,641,897 125,488,918 

223,524,282 ' 122,688,234 

io,z~a,i~s io,26sIi6s 

5,403,992 5,314,758 

20,013,926 - 
40.345.79t 40.145.798 

1979 
Depreciation 
8nd Valuation 

COS t AlLaunnces - 
$ 14,728,889 $ 2,301,389 

50,892,311 50,992,311 ,, 

339,664,591 5L,250,068 

227,304,023 128,617,413 

237,138,325 131,533,609 

10,268,165 10,268,165 

5 , 27 9 , 190 
16,411,279 - 
40.145.798 40.145.798 

5 , 374 , 710 

lo t81  ................................... $- #Zp9.592.50 L, $941.928.O91 $420. 291 , 943 

Iha ucampmyiaq aotaa arm 4n iate8r.l part of  thim atatemnt. 
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SCHEDULE 5 

D L S T R I B U T I O N  I N  F Y  1 9 8 0  (Notel) 
C O S T  DEPRECIATIOS Ah3 VALCATION ALLO'AMCES 

Panama Canal U.S. Treasury and Government Panama Canal U. S .  Treasury  and Governmi-nt 
CmniLs=.ion Other CovC. Agenckas of Panama; G o m i s s i o n  Other Govt. A g e n c l e g  of Pan.im.1 

- - $ i~,??a,889' s $ - $ 2,301,3'89 $ $ - 

329, lie ,984 - 10,545,607 . 49,079,400 - 2,170.668 

50.892.31 1. - - 50.89 2.3 lL - - 

200,718.353 .I 26,585,670 115,787,825 - 12,829.588 

L24,602,153 2 , 853.98f 109,682,191 7 1,473, a24 2,147 , 720 57 , 916,065 
10,268,165 - - 10,268,165 - - 
2,954,266 23,791 2,398,655 2,669,328 11,207 2,398,655 

16,246,362 L 164,917 - - - 
40.145.798 - - GO.lrt5.798 - - 

$789,675,279 $149.377.040 $ 
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Sates t o  Financial S tatements 

1. Treaty Impact. 

Oa September 7 ,  1977 the United S ta tes  of America and the 
Covermatit of Panama sianed the Panama Canal Treaty of 1977, hereaf te r  
referred to  as the Treaty, a d  a Treaty Concerning the Permanent Neutrali ty 
and Operation of the  P a m  Canal. 
both countries and enter in to  force on October 1, 1979. 
terminates the pr ior  t r e a t i e s  pertaining t o  the Panama Canal. 
September 27, 1979, the United S ta tes  ConjEress passed the  Panama Canal 
Act of 1979 (Public Law No. 96-70), hereaf te r  re fer red  t o  as t he  Act, t o  
provide leg is la t ion  necessary o r  des i rab le  f o r  the implementation of the  
Treaty and the operation a d  maintenance of the  Prnmu C a n a l  under the  
Treaty. 

mere Treaties have been r a t i f i e d  by 
The Treaty 

On 

The Treaty provides f o r  the Government of Panama to assume 
complete sovereignty over the  Canal Zone, and t o  gradually assume 
control of the operation and defense of the  Panama Canal over the period 
1979 through 1999. 
the Pa- Canal C d s s i o n  on October 1, 1979 t o  assume ce r t a in  opera- 
tional respons ib i l i t i es  that previously were the  responaib i l i t i es  of the  
Prnrmr C a n a l  Company. 

The Treaty a l s o  provides f o r  the establishment of 

Section 1501 of the  A c t  requires a l l  property and other assets 
of t he  Panama Canal Company t o  revert t o  the  United S t a t e s  on October 1, 1979 
and t he  United States t o  assume a l l  of t he  Panama C a n a l  Company's outstand- 
b g  l i r rb i l i t i ed  a t  September 30, 1979. 
i~ an t i t l ed  to  use euch property, f a c i l i t i e s ,  and records of the Panama 
C-1 Coorpmy as ate necessary t o  car ry  out its function. Section 1502 
of the Act a l l w s  the t ransfer  of United States property and f a c i l i t i e s  

States,  with or without ra imbursran t ,  as may be mutually agreed upon. 
Section 1504 of t h e  Act requtres t he  United S ta tes  t o  t ransfer  property 
m d  f a c i l l t l e s  t o  the Governmant of Panama pursuant t o  the Treaty. The 
balance sheet therefore r e f l e c t s  assets under the  stewardship control 
of the  Pan- Canal Company a8 of September 30, 1979 and the d i s t r ibu t ion  
of the assets and l i a b i l i t i e s  t o  the  Govennnent of Panama, the Panam0 
Una1 Comlrrion, and other U.S. Governmemt agencies e f fec t ive  October 1, 
1979, IU CoaPplirnce with the  A c t  and the Treaty. The following schedule 
0 h ~ 8  the aseeta which were transferred f r e e  of charge to  the Government 
Of Panama, i n  accordance with the  Treaty, resu l t ing  in a 1068 of equity 
of $74.7 million. 

Under t h i s  section, the Conmission 

the Republic of Pan- between departments and agencies of the United 

Millioru of dol la rs  

Property, plant a d  cqufplpant: 

and valuation allayancae 

At coat $149.4 
Less a c c m l a t e d  depreciation 

Net book value * 
Inventor irr e 6  $m - kquity 1088 
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When the Treaty terminates on December 31, 1999, a l l  of t he  
assets of the  Panama Canal Commission w i l l  have been t ransfer red  t o  the 
Government of  Panama based upon the  prescr ip t ions  of t he  Trea ty  and the 
Act. 
the f inancfa l  statements.  

The e f f e c t s  of these long range requirements-are  not  considered i n  

The extraordinary l o s s  assoc ia ted  with severance pay obl iga t ions  
t o  Company employees terminated a s  a r e s u l t  of the  Treaty is presented 
as a reduction of earned capi ta l  re inves ted  because the  Act does not  
prescr ibe an accounting therefor  i n  the  in te res t -bear ing  investment account. 

2. Summary of S igni f icant  Accounting Po l i c i e s .  

a .  Cost recovery. The app l i ca t ion  of genera l ly  accepted 
accounting p r inc ip l e s  t o  the  Panama Canal Company, a Government corpor- 
a t i o n  es tab l i shed  by the  Congress comparable t o  a publ ic  u t i l i t y ,  determines 
the  manner i n  which cos t s  are recognized, 
prescribed i n  Section 412(b) of T i t l e  2 of t h e  Canal Zone Code, which 
provf des : 

The b a s i s  f o r  t a l l  rates is 

To l l s  s h a l l  be  prescr ibed a t  rates ca lcu la ted  t o  cover, 
as near ly  as prac t icable ,  a l l  c o s t s  of maintaining and 
operat ing the  Panama Canal, together  with the  f a c i l i t i e s  
and appurtenances r e l a t e d  there to ,  including i n t e r e s t  
and depreciat ion,  and an appropr ia te  sha re  of t he  n e t  
c o s t s  of operat ion of t h e  agency known as the  Canal Zone 
Government . 

Under Section 62 of T i t l e  2 of t h e  Canal Zone Code, c e r t a i n  payments t o  
the U.S. Treasury f o r  t he  cos t  of i n t e r e s t ,  a por t ion  of the  annuity,  
and ne t  c o s t s  of the Canal Zone Government included i n  c o s t s  of operat ion 
are required t o  be  made annually t o  t h e  ex ten t  earned, and if not  earned 
s h a l l  be made from subsequent earnings.  
subsequent earnings is t ransfer red  from "Earned Capital" t o  an account 
v i t h i n  the "Other Assets" c l a s s i f i c a t i o n .  
annual revenue rea l ized  exceeds annual c o s t s  incurred,  the  amount of 
unearned c o s t s  recovered is  charged back t o  "Earned Capital" and equivalent  
payment made t o  the  U.S. Treasury. 

The amount f o r  recovery from 

To the ex ten t  subsequent 

b. Prope r ty , , p l an t  and equipment. Property,  p l an t  and equipment 
are recorded a t  cos t  o r ,  i f  acquired from another Government agency, a t  
o r i g i n a l  cos t  t o  such agency. Administrative and o ther  general  expenses 
and the cos t  of funds used during cons t ruc t ion  a r e  not  cap i t a l i zed .  The 
cos t  of minor items of property,  p l a n t  and equipment is charged t o  
expense. 

c. Depreciation. Depreciation is provided using a s t r a igh t -  
l i n e  method appl ied on a composite bas i s .  
l ine  depreciat ion plus  add i t iona l  annual deprec ia t ion ,  i d e n t i f i e d  as 
composite, t o  provide f o r  premature p l an t  re t i rements .  

This merhod provides s t r a igh t -  

d. Accounts receivable .  An a l lowance- for  l a s s e s  a r i s i n g  from 
unco l l ec t ib l e  accounts rece ivable  is provided by a charge t o  expense. 
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e. Inventories. Operating materials and supplies are ras ta ted  
annually a t  las t  receipt cost. 
cost of obsolete and excess materials and supplies is established by an 
annual charge t o  expqnse. 
average cost. 

An allowance t o  r e f l e c t  the estimated 

Merchandise held fo r  r e r a l e  is s ta ted  a t  

f .  Retirement benefits .  Employer payments t o  the contribu- 
tory Civ i l  Service Retirement System covering subs tan t ia l ly  a l l  employees 
are charged t o  expense. 
t o  employees under t h i s  system. 

The Company has no l i a b i l i t y  f o r  fu ture  payments 

Nan-United States c i t i z e n  employees who r e t i r e d  pr ior  t o  
October 5 ,  1958 are not covered by the C iv i l  Service Retirement System 
but do receive benefits  under a separate annuity plan. The amounts of 
the payments made under t h i s  annuity plan are recorded ae a current-year 
cxperrse. 
these former employees o r  t h e i r  e l i g i b l e  widows is reflected i n  the 
balance sheet as "Retirement Benefits t o  Certain Former Employees" and 
an equal amount is recorded as a Deferred Charge. 

The l i a b i l i t y  of. the Company f o r  fu ture  annuity payments t o  

8. Deferred costs.  The ineremenfa1 cos ts  of major systems 
and engineering s tudies ,  and extraordinary maintenance costs,  except f o r  
lock overhauls, a r e  deferred u n t i l  completion and then amortized on a 
straight-l ine basis over periods not exceeding f i v e  years. 

. h. Reserve f o r  lock overhauls. A reserve is provided through 
(111 annual charge t o  expense t o  cover the  estimated cost  of periodic lock 
overhauls. 

i. R'eserve f o r  casualty losses. A reserve is provided through 
an annual charge t o  expense t o  cover t h e  estimated cost  of marine accidents, 
f f r e  and other casualty losses. 

3. Unearned Costs. 

Beginning i n  f i s c a l  year 1976,  the Company exercised i ts  r i g h t  
under Section 62 of T i t l e  2 of the Canal Zone Code t o  defer payment of 
certain l i a b i l i t i e s ' t o  the extent not earned from current operations 
(sae Note 2). 
mmnt of the  U.S. Government i n  the Company, the  cos t  of the  annuity 
payment t o  Pahamia pursuant t o  Treaty, and the  n e t  cos ts  of the  Canal 
Zone Government operations. 

These l i a b i l i t i e s  are i n t e r e s t  on the ne t  d i r e c t  invest- 

The withholding of payments t o  the  U.S. Treasury requires the 
Company t o  regard the unearned cost  as deferred charges t o  be recovered 
from futurr! earnings. 
accounting principles a s  applied t o  a rate-regulated en terpr i se  and is, 
consistent with the Company'.s treatment of other cos ts  t o  be recovered 
from fu ture  operations through the rate-making process. 

This is fn conformity wi th  generally accepted 
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The Campany withheld from the  U.S. Treasury $9.3 mi l l ion ,  an 
amount equaling the  loss i n  f i s c a l  year 1976 and the t r a n s i t i o n  quarter .  
Earnings i n  f i s c a l  year 1977 permit ted the Company t o  pay $4.5 milliori. 
The remaining balance of $4.8 mill ion w a s  paid during f i s c a l  year 1978. 
A t  the  end of f iscal  years 1978 and-1979, t he re  were no unearned cos t s  
recorded on the  books of the Campany. 

4. Plan t  Valuation Allowances. 

Valuation allowances have been es tab l i shed  as follows : ( a )  
$14.5 mi l l ion  a t  September 30, 1978 and 1979, t o  reduce t o  usable value 
the cos t  of property,  p lan t  and equipment t r ans fe r r ed  t o  the Company 
from thei Panama Canal (agency) a t  Ju ly  1, 1951, and from other  Govern- 
ment agencies subsequent t o  t h a t  date;  (b) $50.9 mi l l i on  a t  September 30, 
1978 and 1979, t o  o f f s e t  i n t e r e s t  c o s t s  imputed f o r  the  o r i g i n a l  cons- 
t ruc t ion  period; and (c) $65.3 mil l ion  a t  September 30, 1978 and $65.8 
mi l l ion  a t  September 30, 1979, t o  o f f s e t  t he  cos t  of defense f a c i l i t i e s  
and suspended construct ion pro jec ts ,  the  la t ter  being p r inc ipa l ly  t h e  
p a r t i a l  construct ion of a t h i r d  set of locks abandoned i n  the  ea r ly  p a r t  
of World War 11. 

Property,  p lan t  and equipment o f f s e t  by va lua t ion  allowances, 
when f u l l y  or p a r t i a l l y  reac t iva ted ,  are r e i n s t a t e d  by a reduct ion i n  
the valuat ion allowance and by an increase  t o  t h e  interest-bear ing con- 
t r ibu ted  c a p i t a l  account. 

5. Depreciation as Percent of Average Cost of Plant .  

The provisions for depreciat ion,  expressed as percentages of 
average cos t  of depreciable p l an t  exclusive of va lua t ion  allowances, 
were 2.41% f o r  f i sca l  year  3.978 and 2.42% f o r  f i s c a l  year 1979. 

The l a r g e  cash balances are maintained t o  s a t i s f y  solvency 
requirements as defined in Sect ion 6 6 . 6 ,  Off ice  of Management and Budget 
Circular  A-34, Ins t ruc t ions  on Budget Execution, under which the  incurr ing 
of obligatkons In excess of budgetary resources  is a v i o l a t i o n  of the  
Antlderficieacy A c t .  
is kept on deposi t  with t h e  U.S. Treasury. 

A l l  cash exceeding cu r ren t  operat ing requirements 

The Act requi res  all unexpended amounts i n  the Panama Canal 
Campany Fund a t  September 30, 1979 t o  be covered i n t o  the Treasury 
of t he  United S t a t e s  i n  an account t o  be known a s  the Panama Canal 
Commission Fund. The amount of $71.3 mi l l i on  w a s  deposited i n t o  
the  Panama Canal Commission Fund i n  October 1979 and March 1980 t o  
f u l f i l l  t h i s  requirement. 
re ta ined  i n  t r u s t  t o  sett le pa t i en t s '  funds, unl iquidated estates, 
and o ther  deposi ts  i n  trust with the Company. 

The remaining cash of $2.0 mil l ion  was 
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7.  Accounts Receivable. 

The accounts receivable  include doubtful  Canal Zone Government 
receivables ,  f o r  which the Panama Canal Company is a guarantor.  
Canal Zone Government receivables  amounted t o  $5.8  mil l ion  a t  September 30, 
1978, of which $ 5 . 4  mill ion was f o r  doubtful  rece ivables  from the Government 
of Panama and $0.4 mil l ion  from others .  
September 30, 1979 from others  amounted t o  $0.5 mill ion.  
are recorded i n  the allowance fo r  doubtful accounts. Other l i a b i l i t i e s  and 
reserves include a l i a b i l i t y  t o  the Canal Zone Government equal t o  these 
receivables.  The allowance f o r  doubtful accounts decreased by $8.9 mil l ion  
since Septeenber 30, 1978, primarily because $3.2 mil l ion  Company receiv- 
ab les  and $5 9 mil l ion Canal Zone Government receivables  from the  
Government of Panama, which were included i n  the  allowance f o r  doubtful 
accounts were considered c o l l e c t i b l e  and $0.7 mil l ion  receivable  from 
the  MV TAIRONA was wr i t ten  off as p a r t  of t he  set t lement  of a marine 
accident claim. The $9.1 mi l l ion  allowance f o r  doubtful accounts 
receivable  from the Government of Panama was reversed and cred i ted  t o  
general  and adminis t ra t ive expenses i n  f i s c a l  ,year  1979. 

Doubtful 

Doubtful accounts receivable  a t  
Corresponding amounts 

Action t o  reverse the allowance was taken based on diplomatic notes 
of the  Embassy of the  United S t a t e s  and t h e  Minis t ry  of Foreign Relat ions of 
the  Republic of Panama, signed on March 25, 1980, which recognize the  
debt owed by the  Government of Panama and es tab l i shed  an agreement by t h e  
Government of Panama t o  pay the amount wi th in  a designated time period. 
Payment may be made in cash o r  by o f f s e t  by the  Panama Canal Commission 
aga ins t  the amounts due the Government of Panama under Articles I11 and 
XI11 of the  Treaty. 

8. Accrued L i a b i l i t i e s  - U.S. Treasury. 

Accrued l i a b i l i t i e s  - U.S. Treasury a t  September 30, 1979 
cons is t  of $7.7 mi l l ion  and $3.0 mil l ion  f o r  a t o t a l  of $10.7 mi l l i on  
withheld from the U.S. Treasury t o  cover Canal Zone Government employees' 
leave accrua l  and r epa t r i a t ion  l iabi l i t ies ,  respec t ive ly ,  until these 
mounts  are appropriated.  This withholding excludes leave l i a b i l i t y  of $1.2 
mil l ion  assumed by the Canal Zone Government from the  predecessor agency and 
$2.2 mil l ion  r epa t r i a t ion  l i a b i l i t y  incurred b u t  not accrued p r i o r  to 1966. 
The t o t a l  leave l i a b i l i t y  of $8.9 mil l ion  and t o t a l  r e p a t r i a t i o n  l i a b i l i t y  
of $5.2 mil l ion  i s  shown i n  the  Canal Zone Government balance shee t ,  

9 .  Reserve f o r  Casualty Losses. 

The reserve f o r  casual ty  lo s ses  a t  September 30, 1979, of $0.9 mi l l ion ,  
includes a zero balance f o r  marine accidents  and $0.9 mi l l ion  for other .  
The balance of the reserve for marine acc idents  on October 1, 1978 was $0.3 
m i l l i o n  augmented by monthly accrua ls  of $0.5 mil l ion  f o r  each of the f i r s t  
three months and $0.9 mi l l ion  f o r  each of t he  remaining months f o r  a t o t a l  
of $10.3 mil l ion.  
amounted t o  $16.0 mil l ion,  necess i t a t ing  an add i t iona l  charge t o  expense of 
$5.7 mil l ion  i n  la te  f i s c a l  year 1979 i n  order t o  s u s t a i n  an appropr i a t e .  
balance in the  reserve account. 
zero f o r  marine accidents  a t  f i s c a l  year end. 

The cos t  f o r  marine acc idents  during f i s c a l  year 1979 

. The f i n a l  r e s u l t  was a reserve balance of 
Subsequent t o  the  publ icatfon 
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of the  f i n a n c i a l  statements,  i t  was discovered t h a t  the  estimated l i a b i l i t i e s  
f o r  marine accidents  were understated by $ 6 . 6  mil l ion .  
addi t iona l  charge of t h a t  amount t o  expenses f o r  the year  t o  maintain the  
zero balance i n  the  reserve. This increased the  t o t a l  cos t  of marine 
accidents  during f i s c a l  year 1979 t o  $22.6 mil l ion .  I n  view of the def ic iency 
of the accrua l  t h i s  year ,  a spec ia l  study w i l l  be made t o  consider fu tu re  
reserve accrua l  requirements f o r  t he  Panama Canal Commission. 

This required an 

The revised estimate of marine acc ident  l i a b i l i t i e s  outstanding a t  
September 30, 1979 is based on a case-by-case review by l e g a l  counsel of 
previous estimates. The new est imates  r e f l e c t  t h e  r e s u l t s  of interviews 
with witnesses and consul ta t ions  with var ious exper t s  i n  the  f i e l d  of marine 
accidents ,  coupled with extensive l e g a l  research conducted i n  preparat ion f o r  
t r i a l  o r  se t t lement  of the claims. 

10. Contingent L i a b i l i t i e s  and Commitments. 

The estimated maximum l i a b i l i t y ,  i n  addi t ion  t o  l i a b i l i t i e s  
taken i n t o  the  accounts, which could r e s u l t  from pending claims and 
lawsui t s  is  $16.3 mi l l i on  a t  September 30, 1979. I n  the  opinion of 
management and Company counsel, these  pending claims and lawsui t s  w i l l  
be resolved with no material adverse e f f e c t  on the  f i n a n c i a l  condi t ion 
of the  corporation. 

. Commitments under uncompleted cons t ruc t ion  con t r ac t s  and 
un f i l l ed  purchase orders  amounted t o  $18.3 mil l ion  a t  September 30, 
1979. Of t h i s  amount, $0.9 mi l l ion  i n  u n f i l l e d  purchase orders  were 
prepaid. 
minable amount with respec t  t o  death and d i s a b i l i t y  payments under the  
Federal Employees' Compensation A c t .  

I n  addi t ion ,  the  Panama Canal Company is  l i a b l e  f o r  an indeter-  

The Company held as custodian negot iab le  s e c u r i t i e s  of a kind 
acceptable  by the United S t a t e s  Government i n  the  f ace  amount of $7.1 
mi l l ion  a t  September 30, 1979 t o  guarantee payment by t h i r d  p a r t i e s  of 
t h e i r  obl igat ions.  

E f fec t ive  May 9,  1969, t h e  Company entered i n t o  a 25-year con- 
t r a c t  with the  I n s t i t u t o  de  Recursos Hidraul icos  y E lec t r i f i cac ion ,  an 
autonomous agency of t he  Republic of Panama, f o r  the purchase of e l e c t r i c  
power t o  be produced by t h a t  agency. 
by mutual agreement e f f e c t i v e  midnight, September 30, 1979, t he  Company 
baa no contingent l i a b i l i t y .  

Since t h i s  con t r ac t  was terminated 

11. Borrowing Authority. 

The Company has au tho r i ty  t o  borrow funds from the U.S. Treasury 
no t  t o  exceed $40 mi l l ion  outstanding a t  any t i m e  a t  i n t e r e s t  rates t o  
be  determined by the  Secretary of t he  Treasury. A t  September 30, 1979 
n o m  of t h i s  mount had been borrowed. 
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SCHEDULE 1A PANAMA CANAL COMPANY 
General Price-Level Balance Sheet 

September 30, 1979 
(Unaudited) 

DISI%lmIOBt IS l Y  1980 

Govc-t Annclem 
U.S. 1rurury .ad other 

IUrtorfcrl dcacral Rice- 
PD11.c. lave1 Dellarr 
(l'b~~~..ePr of Dollmrs) 

- -  L f Q B I t i l L E Z  
Illmm Q Tm! WfTm S a m :  
utrlbuted c.plt.1: 
lat.rcrt-bear lo&......................... 
Rm-iaterc8t-bcaring...................... 
L.md c q l t r l  r*inwrtal . . . . . . . . . . . . . . . . .  

$319,296 $ 949,267 $184.030 $ 727.258 
18.052 45.651 6.248 14.919 

$ l2.333 $ 72.170 ., . $62.935 $149,139 
II,MIL 30.732 

194.312 367;092 200;597 . 3731377 
531.662 t362.010 390.875 4115.554 

(6.285) (6.283) 
66.W 66.385 

CURRl3T LIABILITIES: 
Accountr payable: 

U.S. Govenacnt Ueueler.................. 
Otbr.. . .  ................................. 4,954 4,954 4,954 4.954 

3.457 3.457 
8.411 8.411 

Accrued llrbilitlcr: f 

bployees' l c r v a  .......................... 
Salrrtrr and vrger... ..................... 
Retlrsmt bmaflta to ceruio f o m r  

le aplo~ccm ............................... 
w C l a i r  for d r r a ~  to rcrrelr ............. 

U.S. I rearuq . . . . . .  ....................... 
Sewerwe pay ............................. 
Othrr.. .................................... 

28,197 
6,596 

1.*65 
34,342 
5.515 
1.206 

6.712 
86.013 
91.424 

9% 954 - - 29,151 
8,5% 

1 .US 
34,342 
10.677 
1,206 

6.712 
92.129 
100.510 

29,151 
8,596 

1,445 
34,342 
10.677 
1.206 
2 
9t.129 
100.540 

28.197 
8.5% 

34.342 

1.206 
6.712 
Bd.ou 

1,&5 

5,515 

96.124 

- - 
5,162 5,162 - - - - 
6.114 6.116 

6.116 6.116 

m R  tIABILITIES AND RlSsEI(ves:  
Retitcunt beneflt8 t o  ccrtalo forvr .................................. cmployecm 9.181 9.181 
5plojeea' rcpattlatloo. .................... 6,337 6,337 
bet overhauls... ........................... 7.026 11,617 ............................ Cuurlty 1or.c.. 921 1,326 
h r e m  for -1 Zone Covcromt doubtful 

recdvablcm. 476 476 
-23.961 26,917 - -  

............................... 

9.181 9.161 
6,166 6.168 
7.026 11,657 
921 1,326 

476 476 
?3,772 - Z s . s o s  

TOTAL LIABILITIES.. ........................... 5656.113 $*91.527 $509.071 $1.238.786 $- (179.811 $ 72.332 $72.(110 

Ihe accep.nyisl notem B w r l = a  the nthodr -1oy.d l a  the preparation of this rtatement. 



SCHEDULE 2 A  

PANAMA CANAL COMPANY 
General Pr i ce-Level Income Statement 
For the Year Ended September 30, 1979 

(Unaudited) 

Historical General Price- 

Operating revenues..........,........... 

Cost of goods sold................... 
Interest,............................ 
Operating expense..................,. 
Administrative expense..,.......,.... 
Net cost of Canal Zone Government. , . 
Depreciation ......................... 

Operating expenses: 

Dollars Level Dollars 
(Thousands of dollars} 

$358,119 $369 580 

36,750 37,926 
20,782 21,447* 

204,129 210,662 
43,649 45,046 
25,400 29,358 
19,282 48,770 

349,992 393,209 

NET REVENUE OR (LOSS) BEFORE EXTRAORDINARY 
LOSSES DUE TO T~~......,........... 8,127 (23,629) 

(1,206) (1,206) 

Operating revenue or (loss) ............ 6,921 (24,835) 

Severance pay........................ 

General price-level gain or (loss)... - (3,203) 

$ 6,921 $ (28,038) NET REVENUE (LOSS). .................... 

The accompanying notes summarize the methods employed in the preparation 
of this statement. 

*Reflects only actual interest paid and no imputed costs of equity capital. 
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PAMkMA CANAL COMPANY 
Notes t o  Price-Level Financial  Statements 

1. Methods employed i n  the  prepara t ion  of t h e  gene ra l  p r i ce - l eve l  
f i n a n r i a l  s ta tements:  

a, H i s t o r i c a l  d o l l a r s  are r e s t a t e d  i n  terms of purchasing power 
a t  t h e  end 3f f i s c a l  year 1979. The change i n  the  va lue  of money has  been 
measured by us ing  t h e  gross n a t i o n a l  product i m p l i c i t  p r i c e  d e f l a t o r s  pro- 
vided by the  U.S. Department of Commerce. 

b. The res ta tement  of revenues and expenses,  except for depre- 
c i a t i o n ,  r e f l e c t s  the change i n  purchasing power of t h e  d o l l a r  during the  
cu r ren t  f i s c a l  year .  
year  is  based upon t h e  investment i n  property,  p l an t  and equipment revalued 
t o  reflect  t h e i r  ages.  P rope r ty ,  p l an t  and equipment and t h e  investment of 
t h e  United S t a t e s  are r e s t a t e d  from Ju ly  1, 1951, t h e  d a t e  of reorganiza t ion  
of t he  e n t e r p r i s e ,  a l though t h e  major proport ion of t h e  p l a n t  f a c i l i t i e s ,  
e.g., t h e  Canal i t s e l f  and t h e  locks, were placed i n  s e r v i c e  i n  1914 ,  

The res ta tement  of deprec ia t ion  expenses f o r  t h e  

c o  The n e t  change i n  va lua t ion  of assets and l i a b i l i t i e s ,  
normally an increase dur ing  a per iod of i n f l a t i o n ,  is c r e d i t e d  t o  t h e  
Investment 

d. General ly  accepted accounting p r i n c i p l e s  have been followed 
except t o  r e f l e c t  the change i n  the  purchasing power of t h e  d o l l a r .  

2. Price- level-adjusted c o s t  of property,  p l a n t  and equipment does 
n o t  purport  t o  b e  replacement c o s t .  
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SCHEDULE 6 

1978 - 
A S S D T S  ------ 

PROPERTY. ?!A!! Urn WI-: 
AC cost .................................. 
Leaa accumulated depreci8tine and 
valuation allouances (Wotes 3 and 4).... 

$50,860.905 

16.661.216 

36.198.691 

$18.263, f35 

8.111.431 

10.117.1IW 

- - - 
- 

- - 

$41.295 135 

31,948.247 

15.347.b83 

$116.420.175 

M ,126,692 

59.693.283 

$115.090.099 

51.396.515 

60.691.554 

C c m  *$SETS: 
Fund balance. and cl8h (*ore 10): 

Fmul balance In U.S. Treaauq.. ....... 
Cash w hand .......................... 

+ 
VI u.S. Treaaury securltie8 (at par)... ..... 

5.925.207 1,395,216 

1.395.216 
- 1.7Y.616 

35,385 
3.790.OS1 

- 

- 
- 

5.149.912 
15,385 

5.185.297 

- 
- 220;m 
6.146.115 

5.767.613 476.154 
4;252;093 

10.019.736 
7.667.925 
CL.34b.079 

lnvenrorien (at average cos t ) . . . . . . . . . . . .  1.098.235 38.317 1.136.551 1.222.316 

3.050 

4.891.365 

Other current 8.emts ..................... 
rota1 current assets  .................. 

643.918 

10,421,530 

656.968 

15.312.895 

14.351 

18.132.518 

SIPS W E  lpOn FuNllE APPXOPRUTIMIS 
(Note S).... ............................. 8.604.022 6.427.087 15.031.109 14.890.101 

S47.694.076 TOTAL nssETs ............................... $32,196.105 S 90.037.287 $ 93,714,773 

The r c c o l p a n y ~  notes are an lntcsral part of this atatement. 



SCHEDULE 6 

CANAL t m  tovLBIm(EIIz 
palance Sheet 

September 30. 1978 and 1979 

1979 DIPTIlHmOIl  1H fl 1980 (Note I )  - 19711 - 
?a- came1 U.S. *..a w r y  and Gowe-nt 
C a l r s l o n  =her Govt. AnencIer or Pananu 

IllvOS- OF THE u#ITcD STATES: 
Iaes t ed  cmpltal (mote 3) .  ................ $61.913,8M $60.829.834 S15.38I.MH $35,2%,925 $10 .I4 7,IDL 
UIIDbliWted capltal fund (Met. 10) ........ 1.823.030 1,095,236 

65.425.820 63.156.002 
C&lS@tcd funds (Note 10) ................- 1.6811.920 1.230.912 ;;;$;E; 

15.385.UU3 10.147.104 

w o l i d e t e d  effect oa capital due LO 
11,466,963) 1.h66.963 Treaty related aonproperty transfers. .  ... 

b5.OZ5.8M 6 3 . 1 5 6 . ~ ) ~  13,918,842 39,090,051 10.147. IOI 

CUuRRm LWILITILS: 
AcCOUnts peyablc: 

9.416.897 9,416,1197 U.S. Coverment .6=cncl~ . . . . . . . . . . . . . . . .  10.308.666 

Postal wney orders payable ............ 929.855 989.053 989.053 
L.sa deposits w i t h  U.S. Postal Service. 582.212 bo6.163 Qo6.163 

347.643 382.890 382.890 

O c h e r . . . . . . . .  .......................... 

Accrued Ii.btlit ics: 
fpployecs' leave.... ................... 
s.1.rie. .Id uase.. .................... 
netireaent benefice LO certain former 
employcc. ............................* 

w l o y e e s '  repatri.tion. ......-......-- 
Orher .................................. 

OTHER LUBILITIES: 
Ret irecnt  benefits to certmia f o r r r  
e q l o y c e r .  ............................... 

e l o y c c s '  repatriation ................... 

TUIAL LIABILITIES..  . . . . . . . . . . . . . . . . . . . . . . . . . 

411.605 

11.067.911 

9,066,701 
2.271.283 

113.000 
1,602.Ooo 

59.0)) 
13.112.039 

24.179.953 

758.000 
3.351.000 

4.109.000 

5 u 1 . 7 1 3  

4 9 . 7 a  49.722 

9.649.516 9.8459.516 

8 862 109 3,813,837 
1:987:050 1,987,050 

117.000 117,000 
788.000 788.000 
13.61b 13.610 

1.719.497 

16.569.013 

11.767.769 

2 1.617.285 

795.000 
4.469.000 

795,000 
913.250 

5 . 2 6 4 . a  1.701.2M 
$90.037.287 $32.196.105 

5.048.272. 

5.0111.172 

3.555.750 

3,555,750 

5- $- 

The accompanying notrr *re cn Integral part of this stmtcment. 



SCHEDULE 7 

CAnAL ZONE GOVERWNT 
Statement of Operations 

Fisca! Year ended September 30, 1978 I 

Accrued 
ueyreciat ion 

V t h C t  m n -  

and Creoits- 
CUD0 ChdKYeb 

'0" 

CIVIL FUNCi'IOYY: 
Otticc ot arrector.. .................................. 
Customs a m  irigratlon...... .......................... 
roatal service ......................................... 
P o l i c e  protection...... ................................ 
Fire ~otection ........................................ 
.Judicial system........... ............................. 
EaUCation......... ..................................... 
Puolic areas a M  tacIIities ............................ 
internal security ...................................... 
Civil detense .......................................... 
Licenses ana other t-8 ................................ 

5 >Y4,.?45 
I ,  455. JYY 

YbU14Utl 
1, YYb, 4bU 

(Y l !b *  Y l b  I 
4 I t . C I Y  

43, 3bb. bll1 
5. U54, bU I 

Jb5.YZU 
74 .411  

( b L 4  e 42-7 

5 LU I 
I Y I  

1 5 , L l b  
UY,  I LU  
13,Ubb 

I 9 4  
b O > , L l l  
Y I * . l U I  

4db 
I, bYU 
L, b4U 

'rota1 civil Functions ............................... q+,u lL,JuY 

n u w n  mu SAN~TNIWNI 
urtice ot arrector ..................................... 4U3.YLI  

wryas hospital ana clinics...... ................... 1 i . ~ 1 4 , Y U U  
Coco solo hospital am clinic ....................... 4.YUI.Y71 
Canal Zone rental healtn center J , J ~ I , U ~ U  
palo hospital .................................. 4 7 3 . 5 1 7  

Uoapitrls aim mMical services: 

eP 
4 ..................... 

Other wblic healtn services: 
sanitation .......................................... 1,1Ub,bUb 
Garbage collection .................................. 33J.UUI 
Preventive medicine and quarantine.................. a76.04U 
school health unit .................................. ~ l U . 4 3 U  
Veterinarian services ............................... 5?b,bYb 
CeIeteries .......................................... L ~ b , 4 z Y  
Dental c l i n i c s  ...................................... lY5 , lU4  
Care ot dead ........................................ 1 ~ 3 . 3 ~ ~  

Total Health ana Sanitation ......................... 3 u , ~ m b , 1 1 ~  
G E N E W  EXYEhSEb: 

................. LUb,OUY 
75>,dW 
b I U .  4U5 
I U 4 , 4 > I  
d lU .204  
I Ib, Y73 

ottice ot the C4vernoc................ 
Keccuitment a m  repatriation 
mployees' nome leave travel 
'I'ransportatiar ot employees' venicles.................. 
Government builainys and sites 
Keliet payments to tormer employees and their widows... 
Net increase in accrued liaoility tor employees' 

........................... ........................... 
......................... 

. . . . .  .~ . t  :.<? 
~ _ L  . . . .  i , i L y  

LU, 4Y l .  bbZ 
5,bYZ. 7 U 1  
1 Y32.222 

4uu,u3u 

Y.lY3 - 
4b.UhY - 

.!15,5Y1 
104,32n 
Lbb1b5U 

YJ.5UU -- 

b l  

413.L5b 
11J.bU7 

41,LUY 
5 , U L I  

4 , b b l  

4 b l  

L.UU5 

3 , 5 l U  
.- 7.2.27 

bU7 

b > ~ , b 7 1  

- 
- - 
- 

I l Y , U 3 J  

31.b31.70b 

LU5.345 
755.1'10 

I U 4  ,457 
Y4Y.237 
11b,Y71 

CUJ, UUU 
1 .YbU . Y  75 

5r4 ;14 r3b2  

b4U. 4U5 

___- 

.................................... - - re~triation.... bU3, UUU ...................... 1 ,YLL, 5Y5 ILu.Yd1 (SU ,5611 

L45,Y24 4 ,556 ,013  

niscellaneous charyes ana crr.its ___- .............................. 521,775 

$ /Y ,112 ,'I 34 $ ~ , b b Y , 2 b 5  $ I .b221b l !  

-- _- 'total General Expenses 

................................................... .lrr.AL 



SCHEDULE 8 

k C  8f 
Op.rartopr Berm by 

thmf -Mz 
$ 582.748 

1.382,147 
723. W 

9.399. 381 
(992.591) 
2SO.345 

(2,263.5%) 
5.253.580 

363.606 
61. 423 

(513.532) 

14.277.383 

cIva IlgcnQg: 
Offka 6f d ~ C t  ar., .................... 
wlov .d  att too................. 
- h o t e l  rente o.......................... 
hl i cr  prot.ctlom ....................... 
Ziro protectloa ......................... 
Judicial r y r t a  ......................... 
Zdusatioa ............................... 
Public arua  A ad fuilitiu ............. 
I n t e r a d  rrcurlty ....................... 
Civi l  drfmoa ........................... 
Lic8n4.r .ad o t h r  f a  ................. 

. Total Civ i l  Fusetiam ................. 

jnd  Credtir 

$ 9.355 
28.560 

( 12.756) 
109. 974 

70.623 

94. 066 

(8. 381) 
(2.558) 

( 1 . m )  

. 
249 

287.334 

Total  

$ 362.76@ 
1.385. 121 
2.913. 147 
9.449. 134 
3 .984. 227 

24.279.144 
5.253. 564 

363.606 
61. 423 

391.749 

49.092.331 . 

. 

4 2 a . a  

porec i r t  ioq 

$ 287 
197 

15. 391 
91. 604 

194 
625. 939 
909.219 

446 
7. 557 
1.672 

1.735.217 

a2. 711 

lrcoverim& 

8 . 
2.9% 

Z.lD9.299 
49.711 

4.976. 818 
14B.103 

26,%2.740 . . . 
W5.28L 

3 .ai$ . 948 

8 S713.126 
1.3%. 356 
2.910. 512 
9. 247. 556 
3.830. 891 

430. 062 
23.559. 139 
4.344. 345 

' 371. 541 
56. 424 

389.828 

g .069 .780  

60 

494.078 
124.333 
34.257 
4.624 

6. 177 

588 
. 
. 

BLatra AND SANITAIICU: 
Offica o f  director: ..................... 
b r p i t r l o  and nulical rerricu: 

Corgrr hospital rad c l i n i c r  ........... 
Coco so lo  W p i t a l  a d  c l i n i c  ......... 
canal Zone mental health C M t 8 r  ....... 
p i l o  seco horpital .................... 

Cf3 Ocher public health oervlcer: 
Sanl tatbn ............................ 
Carbag COllectiOo .................... 
Frcvcntiva r d i c i n c  a d  qcuruatlne. ... 
S c b l  b u l t h  unit  .................... 
vcterinari4n Oerviee .................. 
Cmcterier (Note 11) .................. 
b n t r l ' c l i n i c a  ........................ 
Car of dead .......................... 

Total Health a d  SaaitatLon (Nota 11) 

3as.092 

(1.435. 152) 
(475.952) 
(677. U S )  

1. 857 

1 . 169. 698 
372.960 
852.851 
201.305 
31 7.594 
110 * 202 
199. 411 

32.661 

3. 674 

105.673 
46. 076 
20.643 
17. 047 

31.861 

25. 102 

(22.199) 

5.540 
1.655 

m . a 7 2  

. 

. 

. 

I. a69 

21.107. 799 
3.7% . u)6 
4.340. 465 

495.178 

10. 413 

49.321 

272.300 
112. 273 
286.158 
103.282 

. 

. 

393. 961 

19,472.647 
3.314. 356 
3.662. 960 

497. 035 

1,180.111 
372.960 . 
902. 1ah 
201.305 
589.894 
222.475 
485.569 
135.946 

P.435.42L 

390. 227 

M.872 . 896 
5.147. 925 

475.362 

1.143. 473 
372. 960 
876. 494 

609. 416 
222. 424 
474.604 
127.064 

32.504.432 

3.588.2ao 

201. MS 
2. 677 

51 
3.423 

1.227 
696.117 J2.340.372 855.068 

CLII I IW. EXPENSES: 
Office o f  tha Govr- r .................. 
RecruitlPcnt and reprcriation ............ 
hployear'  hana leave travel ............ 
tr4arportation of e5zp1oy.c.* vahicl ..... 
Cove-t building and ricer .......... 
Rrlicf paymenti to forplr -loyeor 

and their  u idwr ....................... 
Wet increaia in accrued 1 i a b i l i t y  for 

employee.' repatriation ................ 
KLsccllaneoui charger and credit ........ 

11. 941 . . . . 

308.152 
%S .699 
676.370 
145. 081 
943.982 

110.591 

3064. ooa 
6.783.271 

10.26). 152 

$25.399. 583 

. . . . 
170.456 

. . . 
* 

m.912 

308.152 
965.499 
476.370 
145. 081 

I.050.946 

120. 591 

364. OOO 
2.159.192 

5.750.032 

$88.277. 784 

296. 210 
965.699 
676.370 
165. 081 
880. 490 

120. 591 

. 
2.572.652 

. . 

.. 904 . OOO 
131.93% (545. 398) 

. 
jb.424.084) 

j4.517.120) 

$62.878. 201 

Total General expenre b ................ 5.677.093 302.395 (229. 456) 

Th* accompanying note. are  ao Integral part of th ir  rcrtmmt . 



SCHEDULE 9 

CANAL l U W  WVEMNEN'L' 

b t a t e m e n t  ot Changes i n  t h e  Inves tmen t  of the Unite0 S t a t e s  

Fiscal Year h o e d  September  30 ,  1978 
r 

I n v e s t m e n t  a t  September  30, 
1977......... .............. 
AppKOpKlatlOn DY t h e  Con- 

g r e s s  tor t i s c a l  y e a r  
15178...............,..... 

I n v e s t m e n t  a t  Oc tobe r  1, 1971 

I n c r e a s e s  of i nves tmen t  : 
ke~~nbursements t r ~ m  O t h e r  

u.b. (;averment a g e n c i e s  
a p p l i e d  to o p e r a t i o n s  
( N o t e  6)................ . 

Decreases ot inves tmen t :  
Funded c o s t s . . . . . . . . . . . . . . .  
u n o b l i g a t e d  o p e r a t i n s  t u n d s  

witndrawn by U.S. T r e a s u r y  
Uepreciation................ 
f l i s c e l l a n e o u v  p l a n t  a d l u s t -  

men ta . . . . . . . . . . . . . . . . . . . . .  

T r a n s t e r  Detween funds :  
C a p i t a l  e x p e n d i t u r e s . .  ...... 
I n c r e a s e  i n  i n v e n t o r i e s . .  ... 

I n v e s t m e n t  a t  September  3U, 
I Y l U . . . . . . . . . . . . . . . . . . . . . . . .  

InVeStEd o p e r a t i n g  C a p i t a l  ' do t a l  
f una8 t u n o s  i n v e s t m e n t  - capital 

$b l ,UY1,552 $ 264,319 V3,276,94Y $ 65,4320UY0 

- 2,130 ,000 73,197 ,000 71,067,000 

138,629,890 

-- -__ 
5,406,949 61,8511,551 '/1,331,38Y -- 

- - 12,600,000 

79,815,134 - 751,815,734 

- 3,227,136 
3,227,136 2,669,265 

- - 91,935 

85,804,070 

-- 12,600 ,000 

- 
- - - 2,66Y, 265 

-- _- Y1,1)35 -- 
2,761,200 83,042,810 -- 

- (2,543,441) - 

2,783 518 ( 2 4 0 , 0 1 6 )  (2 ,543,442)  - 
- ____- 

2,543,442 
24UIOY6 ( 2 4 0 , 0 7 6 )  - 

5 640,443 52,863,501 $ 65,425,820_ S P l t Y 1 3  I 1 7 0  

I n v e s t m e n t  by Commitment of Funas 

Unon l iga t ed  tunds . . . . . . . . . . . .  * 
. ODlLgated tunds . .  ............ - $ - $1,823,030 $; l ,t123,U30 1,688,920 - 641.443 1 ,040,  477 

I n v e s t e d  c a p i t a l :  
- - 60,6Y 1.554 
- - 1,222,316 

P r o p e r t y ,  p l a n t  and e q u i p  ........ rnent (No te  21.... 60,6Y1,554 
I n v e n t o r i e s . . . . . . . . . . . . . . . .  1,222,316 

The accompanying n o t e s  are an i n t e g r a l  p a r t  of t h l s  s t a t e m e n t .  
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SCHEDULE IO 

CANAL 2O:X GOVX!?.IENT 
Statcmcnt of Changes in the Invcstnicnt o f  the United States 

Fiscal Year Ended September 30, 1979 

lnvestmcnt at September 30, 

Appropriation by thc Con- 
1978......................... 

gress for fiscal year 1979. 

Investment at October 1, I.978. 

Increases of investment: 
Reimbursements f r m  other 
U.S. Government agencies 
applied to opcritions 
(Note 7)... ................ 

Inves tcd 
Cap i t a1 

$6L,9 13,870 

- 
62,913 , 879 

- 
Decreases of Lnvestment: 
Funded costs (Sote 11) ....... 
Unobligated operating funds 
withdrawn by U.S .  Treasury. 
Depreciation. ............... 
Miscellanems plant adjust- 
ments..........:............ 

Transfer between funds: 
Capital expenditures ........ 
Increase in inventories.. ... 

Investment at September 30, 
1 9 7 9 . . . . . . . . . . . . . . . . . . . . . . . . .  

- 
- 

2,733,729 

227,037 

2,960,766 

1,962,494 
(85.764) 

1,876,730 

$60.829.834 

Operating Capital Total 
hnds Funds Investment 

$ 648,443 $2,6G3,506 $ 65,425,819 

80,166,000 849.000 __ 8lIO17,O00 

80,816,443 3,712,506 146,452,819 

13,600,000 - &600,000 

85,561,534 - 85,561,534 

8,364,517 - 8,364 , 517 - - 2,733,729 

- - 227,037 

93,926,051 - 96,886,817_ 

- (1,962,494) - 
85,764 - - 
85,764 (1,962,494) - 

$ 576,156 $1,750,02 $ 63.156,$01_ 

Investment by Comitment of Funds 

Unobligated funds (Note 10). .. $ - $  - $1,095,256 $ 1,095,256 - Obligated funds (Note lo)..... 576, 156 654,756 1,230 , 912 
Invested capital: 

Property, plant and -equip- 
mcnt (Xotcs 1 and 3) ....... 59,693,263 - - 59,693,253 
Inventories.. ................ 1;136,551 * - 1,136,551 

$60.&79,8>. $-27'6.156 $&?SI, El-: $63,1556LO-0 2 -- 

Tho accompanying notes are an intcgral port of this stntcncnt. 



CANAL ZONE GOVERmENT 

September 30, 1978 and 1979 
S t a t e n t  of Property, Plant, and Equipment 

D I S T R l B U T I O N  I N  
C O S T  CES 

1978 1979 ~ U.S. Treasury U.S. Treasurv 
Deprecl at1 on Lkpreciation and other and other 

cost A1 lowances Allowances ComissiOn Agencies of Panama C m i s s i o n  , ~ ~ ~ ~ i ~ s  of Panama 
and Valuation and Valuation Pan- Canal G o v e r m n t  Governtent Pan= Canal Government Governsent 

- 
CIVIL FUNCTION FACILITIES: 

Custans and Inmigration .... 
Postal Division ............ 
Police Division ............ 
Fire Division .............. 
Fire Hydrant System ........ 
Magistrates' Courts ........ 
Division of Schools..... ... 
Roads, Streets. Sidewalks.. 
Sewer System .............. 
Permanent Townsites....... . 
Experimental Gardens.. ..... 
Street Lighting Syst em..... 
Libraries - Museum. ........ 
Internal Security.. ........ 
License Section. ........... 
Civil Affairs Director's 

Office....... ............ 
Total Civil Function 

Facilities.... ......... 
ul 

HEALTH AND SWITATION 
FACILITIES: 
Gorgar Hospital - Clinics.. 
Coco So10 Hospital - 

Clinics.. ................ 
Canal Zone Hental Health.. . 
Palo Seco Hospital ......... 
Division of Public Health.. 
Sanitation Division ........ 
Division of Veterinary 
Medicin ................. 

Dental and Care of Dead.... 
Office of Health Director.. 

Total Health and 
Sanitation Facilities 

GENERAL FACILITIES: 
Civil Defense... ........... 
Government Buildings ....... 

Total General Facilities 

EQUIPMENT ................. 

USE ....................... 

MINOR ITEMS OF P L W T  AN0 

FACILITIES HELD FOR FUTURE 

f 9,825 
486,076 

1.789.361 
1.357.629 

f 442 
193,290 
608.795 
527 -235 

f 9.825 
475.596 

1,821,883 
1,469,720 
287.667 

$ 639 
206.807 
650.09 7 

198,300 
82 6 

9,133,948 
13,099,927 
4,310,979 

2.436 
1,323.oO2 

3.926 
7.151 
18,173 

579.873 

5,278,804 

S 9.825 J - f  - f  639 

4,232 649.060 

275,017 2,123 10,527 193,717 
1.166 826 

404,949 5,847.323 11.675.666 
5,963.249 480.592 1,255.158 3.558.687 
6,839,630 3,108 

1,070.953 
8.400 
8.128 

22,058 135,766 317.772 9,753 

93,192 507.687 

894.202 25,228,560 424.357 433.473' 

899.092 4.827.468 

1,817.651 
1.376.528 

17,396.9O8 

5.801 
116.476 1,713.467 746.396 

3.926 
7,151 

22.836 18,173 

I 
71,375 

639 

C.492.173 
118.494 
163.031 
1.012 

60.966 

S 
125.679 
1.037 
72.136 
3.944 

1.166 
26,547,119 
2 3,649,180 
7,698,999 
7.741.830 

203,352 
1,305.767 
589,261 
450.324 

8.688.229 
12,635.031 
4,146.124 
5,129.871 

2.291 

26.327.261 
23.310.688 
7.674.494 
7,741.8#1 

5.801 . 5;801 
2.900.896 

2;436 
515,640 2.738; 143 

8.400 
8,128 
24,065 

1,031,624 

1,236;976 
3.m 
6,706 
17.730 

323,816 

8.400 
8,128 
22,836 

344.155 621,573 131,744 299,409 227.637 35.796 _____ 80.722 1.052.725 

72.797.095 33.706.334 35,159,043 36,328.124 26.503.318 10,870,329 22,860 259 8.943.436 3,355,318 73,701,711 

5.106.632 107,936 16 576.332 

1,588,544 21,661 4.172.781 - 2.223.097 535.045 

a3.347 

19,900 

16.684.268 

4,194,442 
2,223.097 
225,958 
7,387 

111.056 

5,023,285 

1,668,644 
535.045 - 164.137 

3.711 

105.050 
169.229 

-LL9L2 -- 

15,713,792 

3.989.192 
2.208.735 
217.633 
7.123 

111.056 

4,710.017 

.~ 
164;137 225.958 
2.184 7,387 2.184 
65.740 107.345 3.711 62.029 

1;755 
60,962 

103.297 
160.534 
3,588 

105,050 138.617 
169.299 432.235 
3,700 2,260 2,010 1.788 

138.617 
432.235 
4,270 

137,789 
434,189 
4,270 

7,506,876 164.137 7.840.261 .. 246.589 23,548,783 225.958 169,248 24,021,330 22,823,779 7,254.923 

2,004 
209,898 2,057 ,840 

211,902 2.057.a40 

73.057 204.160 5.468 71,053 

4,628,889 3.722.764 302.743 4,610,189 2.359.141 

4,555,832 3.518.604 297.215 4,610,189 2,288,094 
209,628 

8,426,MS 
209,628 

8,043.686 

8,253,314 

65,984 
4,261,593 

4,327,577 8,635,696 

6,359,822 6,359,822 - 6,359,822 

- 5,539,106 199,771. 2,738,077 240,064 

17,953 -- 398,372 506,061 

$56,726,892 147,295,735 s ~ o ,  a6o.go5 418,263,535 ~31.948247 -~ 

6.359.822 6,359.822 6,359.822 

- 2,539,106 __- ___c 
2,779.170 

922,386 

5116,420.175 

- 2,794,741 

2,061,348 

$115,090,099 

2,749,888 

PLANT ADDITIONS IN PROGRESS. 

TOTAL ....................... 516,662,214 58,116,431 __-_ ___ f54.398,544 

The accompanying notes are an integral part of this statemnt. 



CANAL ZONE GOVERNMENT 

Notes t o  F inancia l  Statements 

1. Treaty Impact. 

On September 7,  1977 the United S t a t e s  of America and t h e  
Government of Panama signed the  Panama Canal T r e a t y  of 1977, h e r e a f t e r  
r e f e r r e d  t o  86 t h e  Trea ty ,  and a Treaty Concerning t h e  Permanent Neu t ra l i t y  
and Operation of t he  Panama Canal. 
both coun t r i e s  and enter i n t o  fo rce  on October 1, 1979.  The Trea ty  
terminates  the  p r i o r  t r e a t i e s  per ta in ing  t o  the  Panama Canal,  On 
September 2 7 ,  1979, t h e  United States Congress passed t h e  Panama Canal 
Act of 1979 (Publ ic  Law No. 96-70), h e r e a f t e r  r e f e r r e d  t o  as t h e  Act ,  t o  
provide l e g i s l a t i o n  necessary o r  d e s i r a b l e  f o r  t h e  implementation of t he  
Treaty and the  ope ra t ion  and maintenance of the  Panama Canal under the  
Treaty.  

These T r e a t i e s  have been r a t i f i e d  by 

The Trea ty  provides f o r  t he  Government of Panama t o  assume 
complete sovere ignty  over t he  Canal Zone, and t o  g r a d u a l l y  assume 
c o n t r o l  of t h e  ope ra t ion  and defense of t he  Panama Canal over  t h e  per iod 
1979 through 1999, 
Panama Canal Commission on October 1, 1979 t a  assume c e r t a i n  ope ra t iona l  
r e s p o n s i b i l i t i e s  t h a t  previously were t h e  r e s p o n s i b i l i t i e s  of t he  Canal 
Zone Government, 

The Treaty a l s o  provides f o r  t h e  es tab l i shment  of the  

Sect ion 1502 of t he  Act allows t h e  t r a n s f e r  of United S t a t e s  
property and f a c i l i t i e s  in the  Republic of Panama between departments 
and agencies  of t h e  United S t a t e s ,  wi th  or without  reimbursement, as 
may be mutually agreed upon. Sect ion 1504 of t h e  Act r e q u i r e s  t h e  United 
S t a t e s  t o  t r a n s f e r  proper ty  and f a c i l i t i e s  t o  t h e  Government of Panama 
pursuant t o  t h e  Treaty.  The balance shee t  t h e r e f o r e  r e f l e c t s  assets under 
the  stewardship c o n t r o l  of t he  Canal Zone Government as of September 30, 
1979 and the d i s t r i b u t i o n  of t h e  assets and l i a b i l i t i e s  t o  t h e  Government 
of Panama, t h e  Panama Canal Commission, and o the r  U , S .  Government agencies  
e f f e c t i v e  October 1, 1979, i n  compliance wi th  t h e  Act and t h e  Treaty.  The 
following schedule  shows t he  a s s e t s  which were t r a n s f e r r e d  f r e e  of charge 
t o  the  Government of  Panama, i n  accordance wi th  t h e  Trea ty ,  r e s u l t i n g  
i n  a l o s s  of equ i ty  of $10.1 mi l l i on .  

M i l l i o n s  of d o l l a r s  

Proper ty ,  p l an t  and equipment: 
At c o s t  $18.2 
Less  accumulated deprec ia t ion  

and va lua t ion  allowances 8,1 
$10,1 - Equity l o s s  
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When the  Treaty terminates  on December 31, 1999, a l l  of t h e  
asset6 of the  Panama Canal CoPamisoion w i l l  have been t r ans fe r r ed  t o  the  
Government of Panama based upan the  p re sc r ip t ions  of t he  Treaty and the  
Act. 
the f i n a n c i a l  s ta tements .  

The e f f e c t s  of t hese  long range requirements are not  considered In 

2. Summary of S i g n i f i c a n t  Accounting Po l i c i e s .  

a. Property,  p l a n t  and equipment. Property,  p l an t  and equipment 
are recorded a t  c o s t  or, i f  acquired from another  Government agency, a t  
o r i g i n a l  cos t  t o  such agency. 
and t h e  cos t s  of funds used during cons t ruc t ion  are not c a p i t a l i z e d .  
The c o s t  of minor Items of property,  p l an t  and equipment is charged t o  
expense e 

Adminis t ra t ive and o the r  genera l  expenses 

b,  Depreciat ion.  Depreciat ion is provided using a s t r a i g h t -  
l i n e  method appl ied  on a composite b a s i s .  
l i n e  deprec ia t ion  p lus  a d d i t i o n a l  annual deprec ia t ion ,  i d e n t i f i e d  as 
composite, t o  prav ide  f o r  premature p l a n t  re t i rements .  

This method provides  s t r a i g h t -  

c. Retirement b e n e f i t s .  Employer payments t o  the  con t r ibu to ry  
C i v i l  S e w i c e  Retirement System covering s u b s t a n t i a l l y  a l l  employees are 
charged t o  expense. 
f u t u r e  payments t o  employees under t h i s  system. 

The Canal Zone Government has  no l i a b i l i t y  f o r  

Non-United S t a t e s  citizen employees who r e t i r e d  p r i o r  t o  
October 5 ,  1958 are no t  covered by the  Civil  Service Retirement System 
but  do rece ive  b e n e f i t s  under a sepa ra t e  annui ty  plan.  The amounts of 
the  payments made under t h i s  annui ty  plan are recorded as a current-year  
expense, 
payments t o  these  former employees o r  t h e i r  e l i g i b l e  widows is r e f l e c t e d  
i n  the  balance shee t  as "Retirement Benef i t s  t o  Cer ta in  Former Employees" 
and an equal amount is recorded i n  "Sums Due from Future Appropriations". 

The l i a b i l i t y  of t h e  Canal Zone Government f o r  f u t u r e  annui ty  

3. P lan t  Valuat ion Allowances. 

Valuation allowances have been e s t ab l i shed  a t  $1.8 m i l l i o n  a t  
September 30, 1978 and 1979, t o  reduce t o  usable  va lue  t h e  c o s t  of 
proper ty ,  p l an t  and equipment t r ans fe r r ed  t o  the  Canal Zone Government 
from t h e  Panama Canal (agency) a t  July 1, 1951, and from o the r  U.S. 
Government agencies  subsequent t o  t h a t  da te .  

Property,  p l a n t  and equipment o f f s e t  by va lua t ion  al lowances,  
when f u l l y  o r  p a r t i a l l y  r eac t iva t ed ,  are r e i n s t a t e d  by a r educ t ion  i n  
the  va lua t ion  allowance and by an i nc rease  t o  the  inves ted  c a p i t a l  
account 

4 .  Depreciat ion as Percent  of Average Cost of Plant .  

The p rov i s ions  f o r  deprec ia t ion ,  expressed as percentages  of 
average cos t  of dep rec i ab le  p l a n t  exc lus ive  of va lua t ion  al lowances,  
were 2.38% f o r  f i s c a l  year  1978 and 2.40% f o r  f i s c a l  year  1979. 
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5.  Accounts Receivable. 

The doubtful Canal Zone Government accounts receivable  were 
assumed by the  Panma Canal Company as guarantor a t  June 30, 1973, and 
recorded i n  i t s  accounts. A t  September 30, 1978,  the s t a t e d  value of 
doubtful receivables  was $5.8 mill ion,  of which $5.4 mi l l ion  w a s  due 
from the  Government of Panama and $0.4 mi l l ion  from others .  Doubtful 
accounts receivable  at September 30, 1979 from others  amounted t o  $0.5 
mil l ion.  The allowance f o r  doubtful Carial Zone Government accounts 
receivable  decreased $5.3 mi l l ion  during f i s c a l  year 1979 pr imari ly  
because $5.9 mil l ion  receivable  from the  Government of Panama w a s  
removed from the  allowance of the  Panama Canal Company. 

Action t o  remove the  allowance f o r  doubtful accounts receivable  
from the Government of Panama was taken based on diplomatic notes  of the  
massy  of the  United S ta t e s  and the  Ministry of Foreign Relations of the  
Republic of Panama, signed on March 25, 1980, which recognize the  debt  owed 
by the  Government of Panama and e s t ab l i sh  an agreement by the  Government of 
Pannmn t o  pay the  amount within a designated time period. 
made i n  cash o r  by o f f s e t  by the  Panama Canal Commission aga ins t  amounts 
due  the Government of Panama under Ar t i c l e s  I11 and XI11 Treaty. 

Payment may be 

6. Sunas Due from Future Appropriations. 

Sums due from fu tu re  appropriat ions conals t  of t h e  unfunded 
po r t ions  of the  employees' leave, r e p a t r i a t i o n  and ret i rement  bene f i t s  
t o  former employees who do not qua l i fy  under the  U.S. Civ i l  Service 
Retirement Systehn. 
p r f a t i o n s  resul ts  from changes in these l i a b i l i t i e s .  

Annual va r i a t ion  i n  the sums due from f u t u r e  appro- 

7. Reimbursements Applied to Operations. 

Reimbursements received from other  U.S. Government agencies 
for Canal Zone Government services amounting t o  $12.6 mi l l ion  i n  f i s ca l  
pear 1978 and $13.6 mi l l ion  i n  f i s c a l  year 1979 were u t i l i z e d  during the 
Tear t o  p a r t i a l l y  finance operations,  as authorized i n  the  Department of 
Transportation and Related Agencies Appropriations B i l l ,  Publ ic  Law No. 
95-85 f o r  f i s c a l  year 1978 and Publ ic  Law No. 95-335 f o r  f i s c a l  year 
1979. 

8. Contingent L i a b i l i t i e s  and Commitments. 

CorPmitments under uncompleted construct ion contracts  and 
u n f i l l e d  purchase orders  amounted t o  $1.2 mi l l ion  a t  September 30, 1979. 
In addi t ion,  t he  Canal Zone Government i s  l i a b l e  f o r  an indeterminable 
amount with respect  t o  death and d i s a b i l i t y  payments under the  Federal  
Employees' Compensation Act, The maximum l i a b i l i t y  which could r e s u l t  
from outstanding claims and lawsui ts  is estimated a t  $2.7 mil l ion  a t  
September 30, 1979. 
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9. Administrative Services. 

Under the terms of an interagency agreement, the Panama 
Canal Company provides certain general and administrative support 
to the Canal Zone Government. As the cost of providing this support 
cannot be readily determined, no reimbursement is made. 

10. Unexpended Appropriations. 

The Act requires the Canal Zone Government to return its 
unexpended appropriated funds at September 30, 1979, into the U.S. 
Treasury. The undelivered orders and other obligations of the Canal 
Zone Government at September 30, 1979, will be paid by the Panama 
Canal Commission with its fiscal year 1980 appropriated funds. The 
$35 thousand cash on hand was deposited into the general fund of the 
U.S. Treasury in October 1979 and the fund balance in U.S. Treasury 
for obligations was returned by special letter to the U.S. Treasury 
which accompanied the annual “Statement of Unexpended Balances of 
Appropriations and Funds (Treasury) Request for Transfers and Resto- 
rations (31 U.S.C. 701) and Analysis of Appropriation and Fund 
Balances (Administrative Agencies).“ 

11. Disinterment/Reinterment Cost. 

On July 25, 1979, the Supplemental Appropriations Act (Public 
Law No. 96-38) was passed. Included in this Act are funds for the 
disinterment and reinterment o f  remains fo U.S. citizens in Canal 
Zone cemeteries. This Act excludes the cemetery moves from the net 
cost of Canal Zone Government. Therefore, costs of $0.3 million are 
not reimbursable to the U.S. Government by the Panama Canal Company 
and are not included in the net costs of operations. The funded 
costs in the statement of changes in investment of the United States 
(Schedule 10) will not agree with the funded costs reported in the 
statement of operations (Schedule 8) by $0.3 million disinterment/ 
reinterment costs. 
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SCHEDULE 6A 

. 

ROPLPTI, ? U B I  Am KWRQXk 
At colt.................... .............. 
b a r  r c c c u l a t c d  dcprechtloo aad 
rrlurtlon allorncrec.................... 

CuNnrr f isrrs:  
rund bahnccr  and cmb: 

lund baienc. In U.S. Trearury.......... 
Caah .. hand........................... 

Iovrncmirr (at avrra~e a r t ) . .  .......... 
0 t h  currenc rrretr. . . . . . . . . . . . . . . . . . . . .  

s p b  m nlM m ArFRoppIAIIoHs ........ 

CANAL ZONE GOVERNMENT 
General Price-Level Balance Sheet 

September 30, 1979 
(Unaudited) 

TOTAL 
Uimrorical Ccneral P t l c t -  

I b l l a r r  Level b o l l a r r  
(Ihour.de of Dollar.) 

$116,420 

56.717 

59.693 

5,130 
35 

5.185 

4 7 6  
7,868 
8.364 

1.137 

6-57 

15,313 

- 

15,031 - 

$ 90,037 

$282,660 

150.478 

132.182 

5, uo 
35 

5 , 1 8 5  
- 

476 
7.868 
8 . 3 U  

1.137 

647 

13,313 

- 

15.031 

$162,526 

$41 . 296 $112,338 $50.861 $114.790 $18,263 %l* 332 

31.949 11.724 41.36LI 1.116 
u,3GI 34.014 34.19e 77.622 E& 11.946 

1.395 1.395 3 ,755  3,755 - - - - 35 
1.395 1.395 3.790 3.190 

- 35 - . -  - - - 

$ 31,663 147,694 $ 90.911 51O.lL7 $19.946 $&E 
Ib. a c c o q a q h &  mt8r r-lrr thc r t h o d r  -enplo)cd In the prcparrtlon of th l i  r t a t c u n t .  



SCHEDULE 6A 
CANAL ZONE GOVERNMENT 

General Price-Level Balance Sheet 
September 30, 1979 

(Unaud i ted ) 

OT THL O l X M  SIAILL:  
. Imeoted capltaI................ .............. 

abll..ted E d .  .............................. bobltgatcd capital........................... 
$133,319 

1.09s a 
135.6L5 

$15.386 - # 78.210 $10.147 - $J5.29? 
l.oI5 

crum uI8ILITIcs: 
ACCGIC~ payable: 

W.S. Corerant a8.ocha.............. ...... 
~1 b a a  de.prlt* u t th  W.S. ?os-1 ...... 
-J 

ocbn..........................,............ 

?eatal m ~ y  order# rysble......... ........ 
).417 

989 969 

9.417 

989 

383 

49 

9.849 

606 - 
- 

606 
383 
- - 

49 - 
).1)4) 

L) 

k c r r d  l bb l l l t l *a :  
4 l o y e * a '  le-. ......................... 
k l a l e a - a d  mgaa........................ 
Ortm.....................,............... 

8.662 
1.987 

8,862 
1.987 

3,814 
1.911 

5.m 

).wI 

5.041 - 3, e14 

6.720 
1,987 

9 19 - 919 - 9 19 
11.768 
- 

21.617 5.068. 

IuI lLITl t s :  
ktlcmeat beoefltr to c e r t i i a  I o t a  
~ l o ~ c e o . .  ................................. 

4 1 0 p e . '  repatriatiom ...................... 793 795 
913 7;wa 

795 
4.469 
5.264 

795 
913 

. .- 

wul LUIILX~..................,........... $162.526 $32.196 1 W.ll? 



SCHEDULE 7 A  

CANAL ZONE GOYERNMENT 
Genera 1 Pr i ce-Leve 1 I ncame Statement 
for  the Year Ended September 30, 1979 

(Unaudited) 

Recoveries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operatfng expcnseo: 
Funded COSE~.......................... 
Other non-fund charges and credits.... 
D e p r c c i a t i ~ . . . . . . l . . . . . . . . . . . . ~ . . . . . .  

Operating revenue or ( l o s s ) . . . . . . . . . . . . .  

General price-level ( l o s s )  gain......... 

N e t  cost of Canal Zoue Government..... 

Historical General Price- 
Dollars Level Dollars 

(Thousands of dollars) 

$ 62,878 $ 64,890 

85,251 87,979 
293 302 

2,734 6,066 

aO, 278 94,347 

(25,400) (29,457) 

- 9 9  

$ (25 ,400)  

The accompanying notca su3lanarize the methods employed i n  the preparation 
of t h i s  statement. 
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CANAL ZONE GOVERNMENT 
Notes t o  Prica-Level Financial  Statements 

1. Methods employed I n  the  preparat ion of the  general pr lce- level  
f i nanc ia l  statements: 

a. H i s to r i ca l  d o l l a r s  are r e s t a t e d  i n  terms of purchasing power 
a t  the  end of f i s c a l  year 1979. The change i n  the  value of money has been 
meaaured by using the gross na t iona l  product imp l i c i t  p r ice  d c f l a t s r a  pro- 
vided by the U.S. Department of Commerce. 

b. The reatatement of revenues and expenses, except f o r  depre- 
c i a t ion ,  r e f l e c t r  the change i n  purchasing power of the  do l l a r  during the 
curren t  f i s c a l  year. 
year is based upon the  investment i n  property,  plant  and equipment revalued 
t o  r e f l e c t  t he i r  ages. Property,  p l an t  and equipment and the  investment of 
t he  United S ta tes  are rea t8 ted  from Ju ly  1, 1951, the  da te  of reorganiza t ion  
of t he  enterpr ise .  

The restatement  of depreciat ion expenses f o r  t he  

C. The ne t  change I n  va lua t ion  of assets and l i a b i l i t i e s ,  normally 
an increase during a period of i n f l a t i o n ,  is credi ted t o  the investment. 

d, Central ly  accepted accounting pr inc ip les  have been followed 
except t o  reflect the  change i n  the purchasing power of the  do l l a r .  

2. Price-lwel-gdjusted cost of property,  p lan t  and equipment does 
not  purport t o  be replacement cost .  
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APPENDIX I 

NET BOOK VALUE OF MAJOR PLANT ITEMS 
TRANSFERRED TO THE DEPARTMENT OF DEFENSE AND 

GOVERNMEMT OF PANAMA ON OCTOBER 1, 1979 

Canal Zone Government 
Transfers Tfinsf er s 
to DOD to Panama 

Postal buildings and equipment $ 64,391.11 
Police building 
Fire station 
Fire hydrants and sewer systems 319,044.92 
schools 16,736,436.84 
Roads, streets and sidewalks 286,455.49 
Permanent townsites 2,096.54 

Civil Affairs - recreational facilities 95,947.23 
Palo Seco Hospital 
Gorgas Hospital buildings and equipment 11,553,046.76 
Coco Solo Hospital buildings and equipment 2,504,136.88 
Cane1 Zone Mental Health Center buildings 

and equipment 1 , 688,051.26 
Veterinary Medicine buildings and 

equipment 33,566.03 
GOrgas and Coco Solo dental and morgue 
buildings and equipment 263,104.68 

Civil Defense buildings and equipment 3 , 464.14 
Plant additions in process 506,060.94 

Street lighting systems 55,509.97 

Miscellaneous Government buildings ~ ~ 3 7 8 . 0 8  

34,i9at6go.87 

PANAMA CANAL COMPANY 

Channels, harbors and basins $ 
Dredging navigational.1ighthouses 
Launch landing, launches and equipment 
Vessel repair building and equipment 
Maintenance building 
Thatcher Ferry Bridge 
Marine bunkering buildings and equipment 
Employee housing 
Balboa Cafeteria, Theatre, Bowling Alley, 

and other services buildings and 
equipment 

Panama Railroad 
Motor vehicles 
Power systems 
Communications systems 
Water systems 
Grounds maintenance equipment 
Miscellaneous Company buildings 

1,537.29 

48,440.66 

330,135.29 

164,298.10 
27,293.56 

67 , 180 .37 
28,383.22 

$.l92 , 092.94 
21,005.90 

672,479.73 
216,004.98 

4,562,874.37 

3,195 36 

448,767.62 
1,197 8 826.54 

61, 820 7 1 
218 , 685. 81 

2,552.349.96 

10,147,104.00 

$14, 139 ,038 02 
8,089.34 

173,457.44 
824,183.05 
13,966.61 

12,910,691.04 
4,193,587.61 

34,984,976.65* 

2,742,101.43 

312,422.70 

162 , 709.72 
125,418.82 

2,298,231.65 

314,863 e99 

49,576.87 858,325.83 
716.845.36 74,062,063.90 

Total $34,915,536.23 $84,209,167.90 

*GAO notes Under a separate agreement with Panama, the United States retains 
the right to use housing "free of charge" valued at $30.6 million 
for U . S .  citizen employees during the life of the Treaty. 
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APPENDIX 11 

-. 
Interest Non-Interest Earned Capital fore 
&aril4 eearins Mimrested Gwerrrwnt Total 

Per PCC/CZG 
9/30/79 
Balance Sheet* $319,298,402 $18,051,630 $194,312,348_ $63,156,00Z $594,818,382 

usst NetAssets 
Transferred effective 
10/0l,/79 : 

To Govlirment of 
Panama (note a) 62,935,530 11,803,588 
To DOD (note b) 1,037,437 
caah to us. 

101147,104 84,886 ,222 
351299 ,975 36,337,412 

Treasury 71,295,543 3r790r081 75 t 085,624 

TbtalS 135,268,510 11,803,588 49,237,160 196,309,258 ' 

M d t  Liabili ty 
decrease due to 

(m* c) 

camnission on 
10/01$79 $184 r029,892 $ 6,248,042 $200,597 ,410 $13,918,842 $404,794 , 246 

employe transfers 6,285 122 6,285,122 

U.S. Investment in . 

aJIncludes p r o p e r t y ,  p l a n t ,  and equipment  v a l u e d  a t  $84.2 m i l -  
l i o n  and i n v e n t o r y  and o t h e r  assets of $0.68 m i l l i o n .  

bJIncludes p r o p e r t y ,  p l a n t ,  and equipment  of $34.9 m i l l i o n  and 
inventor ies  and o t h e r  assets  o f  $1.4 m i l l i o n .  

cJIncrease i n  U.S. e a r n e d  c a p i t a l  r e i n v e s t e d  due  t o  d e c r e a s e  i n  
l i a b i l i t y  f o r  accrued  l e a v e  and r e p a t r i a t i o n  f o r  employees 
t h a t  t r a n s f e r r e d  t o  o t h e r  a g e n c i e s  on 10/01/79. 
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APPENDIX I11 

SCEIEDULE OF EXTIMATED ADt)ITIONAL 
TREATY RqLATED COSTS AND 

SAVINGS -- 
Amount 

DOD implementation requirements 
DOD nonappropriated-fund employees' 

DOD relocation of remains of U . S .  citizens 
retirements 

Consular services 
PCC potential liability for interest 

Expense on joint committees 
CZG relocation of remains of U . S .  citizens 
Foreign Military Sales reserve 

on retirement benefits transferred 

Less: 
Annuity payments to Panama 
Operation costs of air navigation 
control and savings 

$757.0 

2.0 
1.5 

760.5 

3.7 

2.0 
3.8 
1.7 
5 .O 

776.7 

-36.0 

-75.0 
-111 .o 

Total 
(FY 1979-99) (note a) $ 665.7 

- a/Does not include the $205 million in personnel retirement 
costs which was included in the March 1979 estimates pre- 
sented to the Congress but which was deducted and charged 
to tolls. 

(486980) 
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a??lCUL G U S S ~ S S  
PENALTY FOR PRNATt  U r n a m  

U 




